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PREFACE- 



on 



^ 



t 



There are few ttimgs of which I have 
^ occasion to advertize the Reader, before he 
^ enters upon the perusal of the following 
^ Work, 

My object has been to compose a school- 
book of Political Economy; to detach the 
essential principles of the science from all 
]> extraneous topics, to state the propositions 

c clearly and in their logical order, and to 

'] subjoin its demonstration to each, 

4 I am myself persuaded, that nothing more 

is necessary for understanding every part of 
flie book, than to read it with attention — 
such a degree of attention as persons of 
either sex, of ordinary understanding, are 
capable of bestowing. 

They who are commencing the study 
ought to proceed slowly, and to familiarize 
themselves with the new combinations of 
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IV PREFACE. 

ideas as they are successively presented to 
them. If they proceed to a subsequent pro- 
position before they are sufficiently imbued 
with the first, they will of course experience 
a difficulty, only because they have not 
present to their memory the truth which is 
calculated to remove it. If they who begin 
the study of mathematics were to content 
themselves with merely reading and assenting 
to the demonstrations, they would soon arrive 
at doctrines which they would be unable to 
comprehend, solely because they had not, by 
frequent repetition, established in their minds 
those previous propositions, the prompt ap- 
plicatipn of which was required. 

In a work of this description I have 
thought it adviseable not to quote any 
authorities, because I am anxious that the 
learner should fix his mind upon the doctrine 
and its evidence, without any extraneous 
consideration. I cannot fear an imputation 
of plagiarism, because I profess to have made 
no discovery ; and those men who have con- 
tributed to the progress of the science need 
no testimony of mine to establish their fame. 
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ELEMENTS 



OF 



POLITICAL ECONOMY. 



INTRODUCTION. 



THE SUBJECT— ITS LIMITS—AND DIVISION. 

Political Economy is to the State, what do- 
mestic economy is to the family. . , ^ . 

ii^.; v^ ^ '-^ "-^ ' ' ' y ^ ' •' ""'^ ' /■ '. - 

The family consmnes ; and in order to consume, it 
must be supplied by production. ,^ ^ 

/ 

Domestic economy has, therefore, two grand objects 
in view; the consumption and supply of the family. 
The consumption being a quantity always indefinite, 
for there is no end to the desire of enjoyment, the 
grand concern is to increase the supply. 

B 



Digitized by VjOOQ IC 



2 INTEODUCTION. 

/ Those things which are produced in sufficient 
abundance for the satisfaction of all, without the in- 
I tervention of human labour ; as air, the light of the 

I ^ ^un, and water in most regions of the globe, are not 

^subjects of care or providence; and therefore, accu- 
rately speaking, do not form part of the subject of 
^ (domestic economy. The art of him who manages a 
family ccrndsts in r^ulating the supply and consump- 
tion of those things which cannot be obtained but 
with cost, in other words, with human labour, " the 
' /'c original purdhase-money which is given for every 
thmg." 

The same is the case with Political Economy. It 
also has two grand objects, the Consumption of the 
Conununity, and that Supply upon which the con- 
sumption depends. Those things which are supplied 
/without the intervention of human labour, as nothing 
I is required in order to obtain them, it is not neces- 
Vsary to take into the acccnmt. Had all things de- . 
Imed for consumption been found without the inter- . 
'y^tion of human labour, tiie Sdence of Political Eco- 
nomy would not have existed. No science is im^^ed 
in putting forth the hand, and using. When labour,' 
however, is to be employed, and the objects of desire 
can be multipli^ only by a preconcerted j^n of ope- 
rations, it becomes an olyect of importance to ascer- 
tain by what means they may be produced with 
greatest ease and in greatest abundance^ and upon 



INT»ODUGTK)N. 8 

« 

|;he6e ^seaveries, wlven mad^ to fifme a system of 
rules skilfully adapted to the eud. 

It is not indeed pretended, that writers on Political 
Economy have always limited their disquisitions to 
this class of objects* It seems, however, important to 
detach the science firom all considerations not essential 
to it ; I therefore premise, that, in the following 
pages, I have this alone in view ; namely, to ascertwi 
the laws according to which the production and con- 
sofi^tion are regulated, of those commodities wldch 
the intervention of human labour is necessary to pro- 
cure. 

Thoi]^h the Science of Political Ecctaomy in tHs 
manner divides itself into two grand inquiries, that 
which relates to Production, and that which relates 
to Consumption — ^it is evident that, before things are 
consumed, they require to be distributed. The laws 
of Distribution, therefore, constitute an intermediate 
inquiry between that which relates to Production and 
that which relates to Consumption. When commo- 
dities are produced and distributed, it is highly con- 
venient, for the sake both of re-production and con- 
sumption, that portions of them should be exchanged 
for one another. To ascertain, therefore, the laws 
according to which commodities are exchanged for 
one another is a second inquiry, preliminary to that 
which relates to the last great to^ic of political eco- 
nomy. Consumption. 

B 2 • 
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4 INTRODUCTION. 

It thus appears, that four inquiries are .compre- 
hended in this science 

1st. What are the laws which regulate the produc- 
tion of commodities : 

2dly. What are the laws according to which the 
commodities produced by the labour of the commu- 
nity are distributed : 

3dly. What are the laws according to which com- 
modities are exchanged for one another : 

4thly. What are the laws which regulate consump- . 
tion.- 
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CHAPTER I. 



PRODUCTION. 

The distinction between what is done by labour, 
and what is done by nature, is very often obscured. 
A few words, therefore, are necessary to fix the mean- 
ing of terms. 

Labour produces its desired elSecU only by con- 
spiring with the laws of nature. There is no com- 
modity, or. thing produced for consumption, which 
labpm* effects in any other way than by co-operating 
with the laws of nature. 

It is found that the ag^cy of man can be traced 
to yery simple elements. He can, in fact, do nothing 
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6 CHAP. I — PRODUCTION. 

more than produce motion. He can move things 
towards one another, and he can separate them from 
one another : the properties of matter perform all 
the rest. He moves ignited iron to a portion of 
gunpowder, and an explosion takes place. He 
moves the seed to the ground, and vegetation com- 
mences. He separeutes the plant from the ground, 
and vegetation ceases. Why, or how, these effects 
take place, he is ignorant He has only ascertained, 
hy experience, that if he perform such and such 
motions, such and such effects will follow. In strict- 
ness of speecli, it is matter itself which produces the 
effects. All that men can do is to place the 
ohjects of nature in a certain position. The tailor 
when he makes a coat, the farmer when he produces 
com, do the same things exactly. Each makes 
motions; and the properties of matta; do the rest. 
It would he abisurd to aek^ to which of any two eflS^s 
the pro|)ertie8 of matter contribute th^ most ; seeSi^ 
they conttibifte every things after eertisdn portiom 6£ 
matter are placed in a certain position. 

Most ^ the ob^ckjB which inaa demes, sm the 
eflfeet, not of one dperttt»)n» Ikkt of la B^es of opertM^ 
tiobs, requiring the kps^ 6f a certain time. A i^tuob* 
tity of food> aAd of smk oth^ tilings as during timt 
time are used by the men wbb iabour^ u tkBHe^my 
for the existence of the labour : not only labour, there- 
fcre, but the articles necesssary £bt the Jnmtftenjm<» of 
laboi^, are rbqilislte to production. 

6 
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it often li^pens tiiat laibimr 13 aEapleje4 ii|^ 
oertsin ttateriftls wfakb aie moi^ cr l^ss p08%i;0'pm- 
diie. The wooBro iniaiifa<Btmer mmt hwe fais wool; 
l^cavpenterimiBt liaye Jm wpod; tib^ Uackflso^it^h Im 
iron ; and other producem the niw mifedaJt €fie|i, ^ 
his particolar oonunodity. 

Labour may be also very mu^, ja» i9iny €(M^ 
moted by-lcbBtatMt Qertain moa^ipes. The 91^ 
whomtB/UteA tqp iJbe «arth ivith his na^ m* i^i& 9 
dtidk, was very much aided ^w l^e cjlit^i^fssl tbe 
nee of A .qiade ; the man mho 4ug wi^h f| ^ilde 
wuEverynmoh luded vdien he oJU^^ped t]^$ ii^pie gf f 
jdough. The use of insiromei^ h^s ^qr c^nkd 
much &rther in manufacturing than agricultural 
operaitioiis ; from tjie c^inidle an4 ^8tofi> Ae 4is* 
ta&oe is immense to lise vmt m^ <17e?)98e mt^dbpieqr 
wliiefa Ms a miodem manv^cj^op^. 



Tiie £iod, asid otber aitmUs ,^n9ugie4 by 4he I^r 
bourers, the raw matodal jon ii^ieh they 9pens4% 
and the instruments of all sorts which are employed j 
in at!&ig^bwr labours, are de^ The-^ 

xeqmsites to |^rodjuotio»t t1w»» aise itMS^r-rXiS^ir ^ 

are willing to bestow their labour are poor, and not 
ptsaesqed 0£ jsonradi ^ eKoa ^Mid 6ufib»eoA tP I9«n- 
tain tkem during ih;e series p£ jCKpeKaitions wbi^ ar^ 
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8 CHAP. I — PRODUCTION. 

required to complete the commodity on which they 
are employed. Still more seldom are they possessed 
of any of the more costly machinery which contri- 
butes, on a great scale, to produce the commodities 
which m^i desire to consume. 

A distribution, accordingly, takes place, of the 
persons who contribute to production, into two dajsses : 
the one, the class of Labourers ; the other, the dass of 
Capitalists: the one, the class who bestow the labour; 
the other, the dass who furnish the food, the raw 
material^ and the instruments of all sorts, animate 
or inanimate, simple or complex, which are em- 
ployed in produdng the eflFect. 

In the employment of labour and machinery, it 
is often found, that the eflFects- can be increased by 
skiUul distribution, by separating all those operations 
which have any tendency to impede one another, by 
Iningmg together all those operations which can be 
^ made in any way to aid one another. 

As men in general cannot perform many different 
operations with the same quickness and dexterity 
with which they can by practice learn to perform a 
few, it is always an advantage to limit as much as 
possible the number of operations imposed upon each. 

For dividing labour, and distributing the powa*8 
of men and machinery, to the greatest advantage, it 
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CHAP. I — PRODUCTION. 9 

is in most cases necessary to operate upon a large 
scale ; in other words, to produce the commodities in 
^eat masses. It is this advantage which gives exist- 
ence to the great manu&ctories ; a few of which, 
placed in the most convenient situations, sometimes 
supply not one country, but many countries, with as 
much as they desire of the commodity produced. 
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CHAPTER IL 



DISTRIBUTION. 



We have already seen that two dasses of per- 
sons are concerned in production; namely. Labourers 
and Capitalists. Each of these must have their share 
of the commodities produced ; or, which comes to 
the same thing, of the benefit derived from them. 
When the Land is one of the instruments of produc- 
tion, another party comes in for a portion ; I mean; 
the Owners of the Land. And these three form all 
the classes who immediately share, that is, divide 
among themselves, the whole of the annual produce 
of the country. 

When the parties are determined among whom 
the whole of the produce is distributed, it remains to 
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12 CHAP. II — DISTRIBUTION. 

ascertain by what laws the proportions are established 
according to which the division is made. We shall 
b^in with the explanation of Rent, or the share re- 
ceived by Landlords, as it is the most simple, and will 
facilitate the explanation of the laws upon whidi the 
shares of the Labourers and Capitalists depend. 
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SECT. I — ^RENT. 1$ 



SECTION L 



RENT. 



Land is of different degrees of fertility. There 
is a species of land ; the elevated or stony parts, for 
example, of high mountains, loos^ sand, and certain 
marshes, which may be said to produce nothing. 
Between this and the most productive sort, there are 
lands of all the intermediate degrees of fertility. 
Lands of the highest fertility do not yield the whole 
of what they are capable of yielding, with the same ^^ 
facility. A piece of land, for example, may be capa- 
ble of yielding annually ten quarters of com, or 
twice ten, or three times ten. It yields, however, 
the first ten with a certain quantity of labour, the 
second ten not without a greater, the third ten with a 
greater still, and so on; every additional ten requir- 
ing to its production a greater cost than the ten 
which preceded it. This is well known to be the 
law according to which capital is applicable to the 
obtaining a greater and greater produce from the 
same portion of land. 

Till the whole of the best land is brought under 
cultivation, and till it has received the application of 
a certain quantity of capital, all the capital employed 
' 3 
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14 CHAP. II — DISTRIBUTION, 

upon the land.is employed with an equal return. At a 
certain point, however, no additional capital can be 
employed upon the same land without a diminution 
of return. In any country, therefore, after a certain 
quantity of com has been raised, no greater quantity 
can be raised but at a greater cost. If an additional 
quantity is raised, the capital employed upon the land 
may be <Bstii^uished iBto two portions, one produc- 
ing a higha*, another a lower return, l. . ^/ 

When capital produdng'a lower return is demanded 
to the land, it may be applied in either of two ways. 
It may be appfied to new land of the second degree 
-of ferfiHty, then for the first time brought under cul- 
tivation ; or it may be applied to the land of the first 
-ctegree ^fertility, [which has already received all the 
capital which can be applied without a diminution of 
return/ 

Whether capital shall be applied to land of the 
second d^ree of fertility, or in a second dose to the 
land of the first degree of fertility, will depend, in each 
instance, upon the nature and qualities of the two soils. 
If the same capital which will produce only eight 
quarters when applied to the best land, will produce 
nine quarters when applied to land of the second de- 
gree of fertility^ it will be applied to that land, and 
vice versd. 

The land of the different d^rees of fertility ; first. 
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SECT. l^^URHT. 15 

or hig^iest; aeeoBC^ oi^ n^t hig^iest, «id wo od» nay, 
for fiudlity of reference bedencnmsAted No. 1, No. 2» 
No. 3^ &€. In like maBnar, the difleient cUses ci 
capital which may be ^plied to the same land, one 
after another, with less and less efieet, may be deno^ 
minated 1st dote^ 9d dos^ Sd dose, and so on. 

So loiq^ as land prodnces nothing, it b not worth 
apprqxriath^. So kng as only a part even of the 
best land is required for cultiTation, all that is mh- / 
cultivated yields nothing ; that is, nothing which has^ |^ 
any value. It naturally, thar^re, remains nnappro- 
j^ted ; and any man may have it, who undertakes 
to render it productive^ ^ : *^' /< . ' 

During this time, land, iqieaking correcdy, yidds 
no rait. There is a difl^raice, no doubt, between 
the land which has been cultivated, and the Masnd 
which is yet uncleared lor cultivation. Radia: tium 
dear ^ fresh land, a man will pay an equivalent, 
annual or otherwise, for the cost of dearing: and it 
is evident that he will pay no more. Tins, therefore, 
is not a payment for the powa*of the soil, but simply, 
for the capital bestowed upon the soiL It is not 
rent, it is interest 

The time, however, comes, at which it is necessary 
dther to have recourse to land of the second quaEty, 
or to apply a second dose of capital, less productively, 
upon land of the first quality. 
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16 CHAP. II — DISTRIBUTIOX. , 

If a man cultivates land of the second quality, 
upon which a certain quantity of capital mil pro- 
duce only eight quarters of com, while the same 
quantity of coital upon land of the first quality will 
produce ten quarters ; it will make no difference to 

ihim, whether he pay two quarters for leave to cul- 
tivate the first sort, or cultivate the second without 

tany payment. He will therefore be content to pay 
two quarters for leave to cultivate the first soil ; and 
that payment constitutes rent. 

Let us suppose, again, that instead of cultivating 
land of the second quality, it is more adviseable to apply 
a second dose of capital to land of the first quality ; 
and that while the first dose produces ten quarters, 
the second, of equal amount, will produce only eight 
quarters : it is equally implied in this, as in the former 
case, that, it being no longer possible to employ any 
more capital with so great an effect as the ten sup- 
posed quarters, there are persons who are willing to 
apply it with so little a return as eight. But if there 
are persons who are willing to apply their capital on 
the land with so little a return as eight quarters, the 
owners of the land may make a bargain, by which 
they will obtain all that is produced above eight 
The effect upon rent is thus the same in both cases. 

Rent increases, therefore, in proportion as the 
effect of the capital successively bestowed upon the 
land decreases. If population has arrived at anoth^ 
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s£CT. I — ^MEirr. 17 

stage, when, all the kmd of deocmd quality bmg cul- 
tmted, it is necessary to have leooorse to land of 
third quality, yielding, instead of eight quarters, only 
six quarters, it is evident, £x»n the same process of 
reasoning, that the land of seccmd quality will now 
yidd rent, namely, two quuters; and that land of 
first quality w31 yield an augmented rent, namdy, 
two quarters more. The case wiU he exactly the 
same if, instead of having recourse to land of less 
fertSity, a seccmd and a third dose of capital, with 
the same diminution of produce^ are bestowed upon 
land of the first quality. 

We may thus obtam a general repression £xr Rent. 
In applying capital, either to lands of various^egtees 
of fertility, or in successive doses to the same land, 
some portions of the capital so ^nployed are attended 
'with a greater produce, some with a less. That which 
yields the least, yields all that is necessary for re-im- , 
bursing and rewarding the capitalist. The capitalist 
win receive no more than this remuneration for any 
portion of the capital which he employs, because the 
competition of others will prevent him. All that is 
yielded above this remuneration the landlord will be 
able to appropriate. Rent, therefore, is the differ- 
ence between the refum yielded to that portion 
of the capital which is employed up<m the land 
with the least effect, and that which is yielded to all 
the other portions employed upon it with a greater 
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18 CHAP. II — DISTRIBUTION. 

Taking for illustraticm the three stages menti<med 
above, of ten quarters, eight quarters, and six quar- 
ters, we perceive that rent is the diflFerence between 
six quarters apd eight quarters for the portion of 
capital which yields only eight quarters ; the diflFer- 
ence between six quarters and teni quarters for the 
portion of capital which yields ten quarters ; and if 
three doses of capital, one yielding ten, and another 
eight, and another six quarters, are applied to the 
same portion of land, its rent will be four quarters 
for dose No. 1, adad two quarters for dose No. 2, 
making together six quarters for the whole. 

, t y; ^ ^ _ y>. , ^ ■,-.>; ^ erf- Ti . ^,j,:.U>^ 

If these condusioni^ are well supported, the doc-/ 
trine of rent is simple, and the consequences, as we 
shall see hereafter, are exceedingly important. There 
is but o^e objection which it seems possible to make 
to them. It jnaj^be said, that after land is appropri- 
ated, there is no portion of it which does not pay rent ; 
no owner being ^sposed to give the use of it for no- 
thing. This objection has, indeed, been raised. And 
it has been urged, that some rent is paid even for 
the most barren of the Scottish mountains. 

When an objection is taken, it aflfects the conclu- 
sion, either to a material, or to an immaterial extent 
Where the matter alleged in objection, even if ad- 
mitted, would still leave the conclusion substantially, 
and to all practical purposes, true, the objection must 
be owing to one of two defects in the mind of the ob- 
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jector ; either a oonfiision of ideas, which prevents him 
from seeing to how small a dc^ee the matter whieh 
he alleges affects the doctrine which he denies; or a 
disposition to evade the admission of the doctrine, 
even though nothing solid can be found with which 
to oppose it. 

That the matter allied in this objecti(m, ev^i^ 
if allowed, would leave the ccmclusion, to all practical 
purposes, just where it was, can hardly fail to be 
acknowledged, as soon as the circumstances are dis- 
closed. It cannot be so much as pretended that the 
rent paid for the barren moiintains of Scotland is any 
thing but a trifle ; an evanescent quailtity, when we 
speak of any moderate extent. If it were 901. for a 
thousand acres, that is, about one penny per acre, 
this would bear so smaU a proportion to the cost of 
cultivation, which would not be^ less than several 
pounds per acre, that it would little affect the 
truth of the oonclusiim we have endeavoured to 
establish. 

Let us suppose, for the sake of the argiunent, that 
the worst species of land under cultivation pays one 
penny pfer acre; rent, in that case, would be the differ- 
ence between the produce arising from different por- 
tions of capital, as explained above, with only pne cor- 
rection; namely, that one penny should be computed 
for each acre of the worst species of land under culti- 
vation. Assuredly, if right in every other respect, we 

c 2 
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shall niot ))e far wroi^ in our oondttsion, by leaving 
this penny out of the question. A very c^ht ad- 
vantage, in simplifying our language on &e subject, 
wouM justify ns in that omission!. 



/. 



But it is not true that our conclusicms stand in 
need of any such correction, even for metaphysical 
exactness. There is land, such as the sands of 
Y " Arabia, whidi yields nothing. Land is found at aQ 
t^e intermediate stages from this to the highest fer- 
\tiiity. Some land, though not absblutely incapable 
^ yiel^g any thing for the accommodation of man, 
cionM not be made to yield what would maintain the 
labourers required for its cultivation. That is land 
Which can never be cultivated. There is land, the 
aniiual produce of which would just maintain the la- 
bour necessary for its cultivation, and no more. Thait 
is land which is just capable of being cultivated, but 
obviously incapable of ever paying rent. The objec- 
tion, therefore, is not only practically immaterial, it 
is metaphysically unsound. 

It may be assorted, that there is no country, of any 
considerable extent, in which there is not land inca- 
pable of yielding rent ; that is, incapable of yielding 
io human labour more than would be necessary for 
the maintenance of that labour. That such, at least, 
is the case in this country, seems very unlikely to be 
disputed. There are parts of its mountetins where 
nothing less tender than heath, others where nothing 
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but moss, c^i y^etate. Whsa it is asiserted thai; 
evar; part of the numBtaiiu^ of Scotland pays len^ 
^ sti^t^ of the £u^ is misujaderstood. It U ai% 
tine that there is no t^iu^t of any portioa of a^y 
man's estate in the high]iaads of Seothm^ who ^oec^ 
i|ot pay rent. The leaj^on is, because even in the 
saoiuiita^ of Scothmd tb^e a^ spots in the vaUeys^ 
tiie produioe of Tr})ieh ss oonsideralde. It does no^ 
fblloif^, though hundreds of acres of nu^untain afe 
added to these yaUeys» tibtt th^efbre every part of 
^ moinitalB yields lent; it is G^N;ain tliat ^x^tpy; 
peitf ndiber d^ nor caii. 

Even wh^^ the land is not absohitely barr^ a^d 
where tWe is still something for the more hardy of 
the iiseM animals to pick up, it is not to be allowed 
that rent is the necessary consequence. It ought to 
be remonbered^ that these cattle axe capital, and that 
the land must afford enough not only to make the 
return for that capital, but to pay for the tendance of 
the cattle, of which, in such situations, they recjuire, 
ei^pecially in winter, no inconidderable portion. Un? 
less the land yields all this» ^d something more, it 
cannot, it is obvious, yield jimy rent. 

I assert, that in the greater part of this island, 
there is hardly a £wn, of any considerable extent, 
whidi does not contain land, some of more, some <^ 
less fertility, varying from a high or moderate degree 
of fertility, down to land whidi yields not raough to 
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afford any rent. Of course I do not request admission 
to this affirmation upon my authority ; I rest it upon 
an appeal to the experience of those me* who are 
best acquainted with the circumstances. If the state 
of the facts corresponds with the affirmation, it fol- 
lows demonstratively, that the last portion of the 
land which is placed under cultivation yields no rent. 
In such farms as those we have now described, the 
tenant has bargained for a certain sum to the land- 
lord. That sum, of course, was calculated upon the 
produce of that land which yielded not only the proper 
retmn for the capital with which it was cultivated, 
but something more. As the motive of the tenant 
to cultivate is wholly constituted by the proper return 
to his capital, if there is any portion of the barren 
land included in his farm which will just yield the 
profit of stock, and no more, though it will not afford 
any thing for rent, it affords to him the adequate 
motive for cultivation. It can hardly be denied that 
in the insensible degrees by which land declines from 
greater to less fertility, there will, in all considerable 
farms, be generally found a portion with this parti- 
cular degree of fertility, and no more. That particular 
degree of fertility is an adequate motive for its 
cultivation. 

The conclusion, iiowever, may be established by 
the clearest evidence, without regard to the question, 
whether all land pays or does not pay rent. On land 
which pays the highest rent, we have seen that ca- 
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pital applied in successive doses is not attended with 
eq^ual results. The first dose yields more, possibly 
much more, than the return for the capital. The 
second also may yield more, and so on. The rent, if 
accurately calculated, will be eqiial to all that is ren- 
dered by those several doses, over and above the pro- 
fits of stock. The cultivator, of course, applies all 
those several doses of capital on which he has agreed 
to pay rent. But immediately after them comes 
another dose, which, though it yields nothing for 
rent, may fully yield the ordinary profits of stock. 
It is for the profits of stock, and them alone, that the 
farmer cultivates. As loi^ therefore, as capital ap-; 
pKed to his farm will yield the ordinary profits of 
stock, he will apply capital, if he has it. I therefore 
conclude, with assurance, that in the natural state of 
things, in every agricidtural country, one portion of 
the capital employed upon the land pays no rent ; 
rent, therefore, consists wholly of that produce which 
is yielded by the' other portions of capital, over and 
above the return which is due to them. 
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SECTION II. 

WAGES. 

Peobuction is perfonned by labour. Laboufy 
however, receives tbe raw material which it fashions, 
and the machinery by wlneh it is aided, £rom capital ; 
or, more properly speaking, these articles are the ca- 
pital itself. 

l*h(^ labourer is sometimes the owner of afl the 
tagiiA which his labour reqmr^s. The shoemaker 
«t tailed has, sometimes, not only the tools with which 
he works, but also the leather or cloth upon which 
fes labour is employed. In aD cases of that descrip- 
tib*, the ccmnnodity is wholly the property of tiic 
Juan by whose labour it is prepared. 

In the greata^ number of eases, however, espe^ 
cially in the more improved sfe^es of society, the 
labourer is one person, the owner of the capital 
another. The labourer has neither raw material nor 
tools. These requisites are provided for him by the 
capitalist. For making this provision the capitalist, 
of course, expects a reward. As the commodity which 
was produced by the shoemaker, where the capital 
was his own, belonged wholly to himself, and consti- 
tuted the whole of his reward both as labourer and 
capitalist, so, in this case^ the commodity belongs to 
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the hlxNirar and cs^talist together. When prepared, 
the eommodity, or the yahie of it, is to be shared 
between them. The reward to both must be derived 
from the commodity, and the reward of both makes 
up the whole of the commodity* 

Imtttadf however, of waiting til) the coimnodity 
is produced, and abidii^ all the delay and un^ 
certainties of the market in which the vahie of it in 
realized, it has been foimd to suit mudi better the 
convenience of the labourers to receive their slmre in 
advance. The shape under which it has been found 
most convenient for all parties that they shoiild re- 
c^e it, is that of wages. When the share of the 
commodity which belongs to the labourar has been 
all received in the shape of wages, the commodity 
itsdf belongs to the capitalist, he having, in reality, /x^JL^ 
bought the share of the labourer and paid for it in '^ 
advance. 



1. That the rate of wages depends on the propor- 
tion between Population, and Employment, in 
other words. Capital. 

We come now to the question- as to what deteiv 
mines the share of the labourer, or the proportion in 
which the commodity, or commoditjr's worth, is divided 
between him and the capitalist. Whatever the share 
c^ the labourer, such is the rate of wages ; and, vice 
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'versdf whatever the rate of wages, such is the share 
of the commodity, or commodity's worth, which the 
labourer receives. 

It is very evident, that the share of the two par- 
ties is the subject of ^ bargain between them ; and 
if there is a bargain, it is not difficult to see on what 
the terms of the bargain must depend. All bargains, 
when left in freedom, are determined by comjgetition, 
and the terms alter according to the state of supply 
and demand. 

Let us begin by supposing that there is any 
number of capitalists with a certain quantity of food, 
raw material, and instruments, or machinery; that 
there is also a certain number of labourers ; and that 
the proportion, in which the commodities produced is 
divided between them, has fixed itself at some par- 
ticular point. 

Let us next suppose that the labourers have in- 
creased in number one half, without any increase 
in the quantity of capital. There is the same quan- 
tity of the requisites for the employment of labour ; 
that is, of food, tools, and material, as there was 
before; but for every 100 labourers there are now 150. 
There will be 50 men, therefore, in danger of being 
left out of employment. To prevent their being left 
out of employment they have but one resource ; they 
'*^^'^!Jv* ^^st endeavour to supplant those who have fore* 
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stalled the emplojrment ; that is, they must oflfer to 
work for a smaller reward. Wages, therefore, decline. 

If we suppose, on the other hand, that the quan- 
tity of capital has increased, while tho numher 
of labourers remains the same, the effect will be re- 
versed. The capitalists have a greater quantity than 
before of the means of employment ; of capital, in 
short, from which they wish to daive advantage. To 
derive this advantage they must have more labourers 
than before. These labourers are all employed with 
other masters : to obtain them they also have but one 
resource — ^to offer higher wages. But the masters by 
whom the labourers are now employed are in the 
same predicament, and will of course offer higher to ^ 
induce them to remain. This competition is unavoid- 
able, and the necessary effect of it is a rise of wages. 

It thus appears, that ft population increases, 
without an increase of capital, wages fall ; and that 
if capital increases, without an increase of popidation, 
wages rise. It is evident, also, that if both increase, 
but one faster than the other, the effect will be the 
same as if the one had not increased at all, and the 
other had made an increase equal to the difference. I 
Suppose, for example, that population has increased 
one-eighth, and capital one-eighth ; this is the same 
thing as if they had stood still, with regard to the 
effect upon labour. But suppose that, in addition 
to the above-mentioned one-eighth, population had 
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iBCteBsed aoother eighth, the effi^et, ia that case, 
upon wages wouM be &e same as if capital had bo^ 
increased at all, and population had increased one- 
eighth. 

/ Universally, then, we may B&gm, other things 
/ remaining the sam^ that if the r^tio which capita 
and populati<m b^ar to one anc^er vemaiw the same, 
wages wiU r^nain the 9ame ; if the ratio whkh c^ 
^tal bears to p(qpulatic»i increases, wages wijl r^; 
if the ratio whi^ population beairs to captal in- 
oreases, wi^s will faU. 

From this law, cleanly understood, it is easy to 
trace the circionstattces w)iich, ia any country, deter- 
mine the conditicm (^ the great body of the pec^le. 
If that condition is easy and comfinrtable, all, that 
is necessary to kee^ it so, is to make capital in- 
crease as fast as populaticm ;a or, on the other hand, 
; to prevent populatkm from increasing &ster than 
\ capital. If that condition is not easy and com- 
fortable, it can only be made so by one of two me* 
thods; either by quickening the rate at which coital 
\ increases, or retarding the rate at which populaticm 
\ increases; augmenting, in short, the ratio which the 
means of employing the people bear to the number 
of pec^le. 

If it were the natural tendency of capital to 
increase &ster than popidation, there would be no 
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people. {^ (m the oilier hmd, it were ike iiati»alt ' 
tend^cy dT peculation to increase £EUBter than capital, 
Ae difficulty woaM he v^ great. There would be 
a perpetual tendency in wages to &11. The &I1 of 
wages would produce a greater and a greater degree 
of poverty among ihe pec^ple, attended with its in- 
evitable consequences, misery and vice. As poverty, 
and its consequent misery, increased, mortality would 
also increase. Of a numerous family bom, a certain 
number only would, from want of the means of 
wdLbmng, be reared. By whatever proportion the po- 
pulation tended to increase ftster tiban capital, such a 
propoftion of those who were bom woidd die : the ra- 
4io of increase in capital and population Would th»ee 
remain the same, and wages would cease to fall. 

That pqpuktiion has a tendency to increase faster, 
lhan capital has, in most ^aces, actually increased, 
is poved,incontestably, by the condition of the popu- 
lation in almost all parts of the globe. In almost all 
countries the condition of the great body of the people 
is ]poor and miserable. This is an impossibility, if 
capital had increased faster than population. In ^^at 
case wages, of necesisity, would have risen, aaid would 
have placed the labourer in a state of affluence, &x 
above the miseries of want. 

This general misery of mankind is a fact which 
can hie accounted for upon one only of two supposi- 
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tions: either that there is a natural tendaicy in 
population to increase faster than capital, or that 
capital has, hy some means, been prevented from in- 
creasing so fafit as it has a tendency to increase. This;, 
therefore, is an inquiry oi the highest importance. 



2. Proof of the tendena/ of Population to increase 
rapidly. 

The natural tendency of population to increase is 
to be collected from two sets of circumstances ; the 
physiological constitution of the female of the human 
species, and the statements respecting the rate of 
procreation in different countries. 

The facts respecting the physiological constitution 
of the human female are well ascertained, and are 
indubitable grounds of conclusion. The statements 
respecting the rate of procreation in different coun- 
tries will be found to be, either suppositions with 
respect to ipatters of fact, upon the conformity of 
which suppositions to any real matters of fact we 
can have no assurance ; or statements of facts, of such 
a nature, as prove nothing with regard to the points 
in dispute. 

That the rate of increase in the numbers of man- 
kind depends upon the constitution of the female. 
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will not be disputed. The fiicts, winch are fully ascer- 
tained in regard to the female of the himmn species, 
with the additions which the sciences of physiology 
and comparative anaton^y enable that knowledge to 
derive from the analogy of other animals whose 
anatomy and physiology resemble those of the human 
species, afford the means of very satisfactory conclu- 
sions on this subject. 

The females of those species of animals whose 
period and mode of gestation are similar to those of 
the female of our own species, and which bring forth 
one at a birth, iare capable, when placed in the most 
favourable circumstances, of a birth every year, from 
the time when the power of produdng b^ins till the 
time when it ends, omitting one year now and then, 
which, at the most, amounts to a very small pro- 
portion on the whole* 

The suckling of the infant, in the case of the 
female of the human species, if continued more than 
three months, has a tendency to postpone the epoch 
of conception beyond the period of a year. This, it 
is to be observed, is the only physiological peculiarity 
which authorizes an inference of any difference in the 
frequency of the births in the case of the female of the 
human species, and that of those other species to 
which we have referred. 

To reason correctly, we should make an allowance 
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tost ikaA pecoliaiitj. Let fiuch am]^ dlowance be 
made as will include all interruptians ; let ns say that 
ouelnrtb in two years is natural to the female of the 
human iqpeoies. In Europe, to whidi we may at 
present confine our observations, the period of child- 
bearing in women extends, from sixteen or seventeen, 
to forty-flve, years of age. Let us make stiD more 
allowance, and say it extends only from twenty to 
forty years of age. In that period, at the great 
allowance of two years to one birth, there is time for 
ten bird»3, which may be regarded as not more than the 
numiber natural to the female of the human species. 

." ..... - . ;'- ■■ ^:"'.^,-,. ,.. ...^.., , - ; 

Under favourable drcumstances, the mortality 
among children is very small. Mortality among the 
children of very poor people is unavoidable, from 
want of necessary means of health. Among the 
children of people in easy circumstances, who know 
and practise the rules for the preservation of health, 
the mortality is small ; and there can be no doubt, 
that, under more ddlful modes of managing the food, 
4md i^loihing, and air, smd exerdse, and education 
of children, evea this mortality would be greatly di- 
minished. 

We may conclude, therefore, that in the most 
&vourable circumstances, ten births are the measure 
of fecundity in the female of the human species ; 
and that, of- the children bom, a small proportion 
would die be&re the age of maturity. For occa- 
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idonal instances of banrennees, and for this email, 
degree of mortality, let us .make wmh mcnre tiitui the 
necess^ury allowanee, a dedi^etioji of ^fwaerhi^f^aind say, 
that e?ery human pair, uiuted at w early age,, eym-^ 
manding a full supply of every thi^ neoessary £wr 
physical welfare, exempt fisom the neeessity of opprc^ 
sive labour, and mifficiently skilled to make the* b^t 
use of their drcun^stances hi prevetiting disease a4d. 
mortality among th^nddves and their ehildr^, will;» 
we with another, rear five children. If this is l&e 
c$Be, it is needless to exhibit an accurate caleukticp^ 
to show that pc^ulati<m would double itself in 0om^ 
moderate portiqn of years. It is evideut, at oiice, 
that it would double itself in a small, number of years. 

To meet a conclusion so well estaUi^hed as thi$# 
recourse has been had to certain tables respecting 
population, and respectii^ births and deatibi} in 
Taiicius countries. The reasoning from these tablet 
avoids the point in dispute. I know no tables n^ehr 
exhibit any thing, even if we give thmn, what they 
never deserve, credit £or exactness, except the imxe 
£act with r^ard to the state of increase. They show, 
or pretend to show, whether a certain population is 
increasing or not increasing ; and, if increasing, at 
what rate. But if it appeared from such tables, 
that the population of every country in the world 
were stationary, no man, capable of reasoning, would 
infer, that the human race is incapable of increasing. 
Every body knows, that in the greater numb^ of 
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(XHMitiiiRi) the pcpodiatiM Is »tMi<idary> 4Mr nearly «o* 
Bat what doen tUs ptov^ ^ l<nig 46 we sre iH)t m^ 
&nftad 1^ what causes it k ^tt^eftt^ Ihy^ 
We know wi^ that th^« &m tw^ ciaaimbi^ hy wl^h it 
may be |a^efrented frem iiicteasing^ how gveat soever 
its Mtural tei»i€iiicy to iiM^i^ease. The ime is poverty; 
under 'whidb> let the number bom be what it may, 
sAl bat 4t oertain numb^ undergo a prematni^ 
destnietion. The other emse i» ]^tidenee^ by whi^ 
either iftarriages are iq^ngly eoiftracted, or csxeet 
id taken that children, beyond a certain number, shall 
not be &e frmt It k u^seleite to infomi us that there 
is lit^e or no increase of populatHm in^c^tain coon-^ 
iaies, if we receive not, at the sftme time, accurate 
information of the degree in which poverty, or pru- 
d^ce, <»* other oattses, opiate to prev^t it 

•- 
TlMit population, therefore, hai mok a tendenoy to 
in«t6wse as would enable it to double itself in a «ma& 
number of yeirs^ is a p^)poi^tion resting on the 
s^pongest evidence, which nothing that deserves the 
name of endMce has beeu brou^t on the <rther side 
to^^poise. 



«. Proqf that Capital has a kss tendency than 
Population to increase rapidfy. 

We tome next to consider ^ tendency wMch ca« 
pita! may have to increase. If that should increase 
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produce4 and no degradation of the great bddy olf 
the people would ensue. 

At sMU « it ig l^ddRitood &()qeQ ^<(^t ((OM^ lafi 
iti(!^e&ite dT capitsd must be detive^ the <^!cm 
t^ its i-rfpid in(*fea$fe caii ho fettg^ be retained; Al 
lnd:!E!aJse of xjapHial is derived from livings. Tins is k 
proposition \rtii(ii extktdes d! escception. The tfi*- 
d^elve^ too is so cledt» ai haJidly to reqtdre a statement. 
A:^ capital ill, of eoun^e, the result of prodnction i it 
is a pktt of ihe annual pfoduceof fhe land aaidMbott^ 
of the eotkntly, gradually accmh«Aated. But if fmy 
part of the annual produce is set apart to be ^n- 
^loyed a§ tajpiftal, the owner mtEdt abstidb fiidm eon- 
*ttHling it. What is destroyed eannet be cajatal. 
AH t^pitkl, Aerefore, is made out of that putt dT 
the abuual produce whidi, instep of being tbtoted^ 
to constimption and onjoymfent, is sa^ed. 

^ow, thooghit is found, thai^ \^rito pro|^eirty is 
^cure, th^e is a considerable diispoi^tbn hi mi^itiklDd 
to mve i sufficient, trtiete Vast souncfes 6f conlrumptioii 
ate not opened by thri gottminehi^ ^ahd where ihte 
dMtuMes of plrodnction ^e hot ttlay great, to make 
capital progressime ; thiis dispo^Hoti is s^ so weak, 
in almost dll the idtii^lioniii ih ^hi(^ human beings 
hate ^et been pl^^ as to rAtitt the i»ogteiMnon 
slow. 

D 2 
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That the same will continue to be the case, ap- 
pears to be secured by the strongest principles of 
human nature. x 

The annual produce is always distributed in such 
a manner, that, either the great body of the people 
are liberally provided with what is necessary for sub- 
sistence aijd enjoyment, when of course a smaller 
''^portion goes to swell the incomes of the ridi ; or, the 
great body of the people are reduced to mere neces- 
saries, and there is naturally a class of people whose 
incomes are large. To one or other of these two 
cases, the state of every community^ J^roximates. 

Let us search for the motives to saving 4n both. 

■ i 

1. In the case in which there is a class reduced 
to necessaries and a class pf rich, it is evident that 
tlie first have not the means of saving. The consi- 
deration of their motives, therefore, is needless. It 
is well known, however, that a class of rich men, in 
V the middle of a class of poor, are not apt to save. 
\ I The possession of a large fortune gaierally whets the 
1 appetite ior immediate enjoyment. And the man 
who is ahready in possession of a fort]ane yielding 
him all the enjoymei^ts which fortune can command, 
has a feeble inducement to save. Why should he 
deprive himself of present enjoyment^ to accumulate 
that of whid& ^tj^e use to him is so insignificant? 
Even that command over the sentiments of others, 
the only thing which riches beyond a moderate com^ 



\ 

\ 



Digitized by VjOOQ I 






SpCT. 11^ — WAGES. J7 

pass ever give, is, at a ctertain elevation of fortune, 
yielded in sufficient quantity, u not to satisfy the 
minds of most men, at least to render the desire of 
accumulation a motive insufficient to coimteract the 
powerful demand of immediate indulgence. In such 
a state of the social order, any rapid increase of capital 
may be regarded as morally impossible. 

2. We are next to consider the state of the social 
order in which a large share of the annual produce 
is distributed among the great body of the people. 
In that situation neither the class which labours, nor 
that which is maintained without labouring, has any 
forcible motives to save. 

When a man possesses, what we are now supposing 
possessed by the great body of the people, food, 
clothing, lodging, and all other things sufficient 
not only for comfortable, but pleasurable existence, 
lie possesses the means of all the substantial enjoy- 
ments of human life. The rest is in a great measure 
&ncy. The pleasures which can be added to those 
of which he is thus in possession are comparatively 
neither niunerous nor strong. That any consider- 
able proportion of mankind, with all the temptations 
of instant enjoyment, will forego, to any considera- 
ble degree, the most substantial pleasures, in order 
to acciunulate the means of a few fanciful pleasures 
at a distant period, our experience of the laws of 
human nature forbids us to suppose. There are two 
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i^kmi>& «»d whOf afe fbl^ to x^t a peajept, plj^af^ve, 
% » grater cw ln^Q^fli^; ^^pth/^ sfit in, vKqni it i^ 
nf^sJc^ af^j^I^O) (5^1 seWoia resist tfcp cUwtopC Wt. 
modJiato eigpymfx^t Of C(wse, ijt ij^ xw^ ifli tl^ 
ll#w <;lw& that th^i mojtiy^ tc^ s»y«; c?© Vi? ^;^]jii5dje^ 
to prevail. The Qlass, oa the oth^r b^idn in whom, 
reason is sufficiently strong to form a due estimate of 
pl^a£fUirQ8, cannot fad}; ta ps^ccdva that thpsu^ whkji 
th<^ om <*it«k% »4di^ peufty to pwej^ #ei; ^ 
the i»Mo»flJ 4esifl^«. ajs s»tii^^, ajce iw>t^ equ^ to ijhe 
ple«siV»8 libidk i» tb© <ww3^tw<^,we have aujr. 
pDfiedi th^y mwt ijeJiyiMiwfih ta obtw theptu Bq^x 
the higher and the lower prineipla& of ow natu))e» aiCe 
in such circumstances opposed to accumulation; it 
cfoinoti th^i?elbr^ tal^ pJaoe. By^n, the loy« of e^, 
om of tl^^%Qi?t p<>werfi4 of aU the pri^iples by v\rhi(5b, 
vw are ^etaiated, m hpr^ ^le steady foe of a^cmnulatiw j, 
b^caua^ if aijy mail is wiling to di^ens^ with the u^ 
of a, certain portion of thie good things, which he may, 
command by tho fcuite of his kboui:, he may to.th^nt. 
extent disp^Mje >yijth labour? ^ indalge himself in. 
alj the luxury of eiu§e. Gommand^oy^ the semjdment^, 
of oth(^r xmn by the possession <^ riches, it is un-. 
noeessary tp mQutipipk;^ bocausa all tjtutt cap, h^ 
obtaiaed oi it by the awumulations. of the labourer, 
csgxQQt eoqstjitute ^ prcK^^t sufBdently briUiant to, 
opoa^ as a powey^l incwtiye. 

Sa &r. as to th^ sto^igljb <^ the motive yhiidb i^ 
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^ supposed ciroumstaixces can operate upon die 
lahoimag ddas. What iremains of tbe annual pro- 
&oe^ after the shave of tliat eUsa k deduetedt ia 
djther dii»trflmted in lajcge peitiona among a nnall 
ttumber Qf i^ery ridi meiv, or amcuoig a kcga numbec 
of me9 of modon^fi^Ktunes. 

We ha«re already exanuned the state of dva 
motives to aecunvulate wheA fioartimes ace lai^; and ' 
have fwnxl tixat H ne^ver cmi be wch a& to produce 
very eonsideraUe eflfects. We have now to examine 
the state of the motives to accumulate, in a sodety, 
in which there is a gxeat number of moderate £ox^ 
tunes, without, the prevalence of large* In the way 
of physical enjoyment, these fortunes yield every 
thing which the largest: fortune* can bestow. There 
are only two motives^ therefore* which in this situar 
tion can eounteraet the strong tendency to immediate 
eijg^ment : either theiiesire of a command over the 
sentimenta of mankind ; or the wish t^make a prc^ 
viaon for children. 

The da^sea of men in such a atate, of sodety^ ai?e 
two ; men of easy,, but moderate fortunes; and a well 
paid body of labonrera mi. artisans. 

The first qlass^ with fortunes e^al to aitt the j)wr« 
poses of independence,, of phjfsiqal eq|oymeat, evcae^ 
of taste and elegj^ce^ whQ constxtote the gpYBsmg, 
portion ofi society> and giw the tone to ita smii^ 
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ments and amusements, are not in the situation of 
men whose imaginations are apt to be dazzled by the 
glare of superior riches, and likely to pay to their 
owners any remarkable devotion. The labouring 
classes are cringing and servile, where the frown of 
the rich n^an is terrible, and his little favours impor- 
tant. When placed in drcumstances which give 
them completely the feeling of independence, and 
allow them opportunity for the cultivation of their 
minds, they are little affected by the glare of riches. 
This, therefore, is a state of society in which the 
possession of extraordinary wealth gives little com- 
mand over the sentiments of others, and cannot 
constitute a powerfid motive for saving. 

With respect to the provision for children, if a 
man feels no great desire to make a larger than the 
ordinary moderate fortune for himself, he feels as little 
desire at the least to make it for his children. The 
provision which he desires to make for them can only, 
therefore, be such as to place them in the same situa- 
tion which is held by himself. He V^dll be anxious 
to afford to them the same means for beginning life 
advantageously, as were afforded, or would have been 
desirable, to himself. To this extent the desire of 
making a provision for children might be expected to 
be very general, and it would ensure a certain mode- 
rate increase of capital. This may therefore be con- 
sidered, as perhaps the most favourable state of society 
for accumidation ; with the exception of those cases 
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in which people, with all the knowledge and power 
of civilized life, are transported into a country unin-- 
habited, or nearly so, and have the power of culti- 
vating without limit the most productive species of 
land. These are coincidences so extraordinary and 
so rare, that, in tracing the general laws of human 
society, it is only necessary to show that they are not 
£)rgotten. 

Such are the moderate effects which can be ex* 
pected to flow from the motives to accumulation; 
but the proof that it is the tendency of population 
to indr^se &ster than capital does not depend 
upon this foundation, strong as it is. The tendency 
of population to increase, whatever it may be, 
greater or less, is at any rate an equable tendency. 
At what rate soever it has increased at any one time, 
it may be expected to increase at an equal rate, if 
placed in equally favourable circumstances, at any 
other time. The case with capital is the reverse. 
As capital continues to accumulate, the difficulty of 
increasing it becomes gradually greater and greater, 
till finally increase becomes impracticaUe. The evi- 
dence of this proposition results immediately from 
the law, as already explained, imder whidi capital is 
employed upon the land. /: « -« '-'^ ^ 

Whether, after land of superior quality has been 
exhausted, capital is applied to new land of inferior 
quality, or in successive doses with dimmished re« 
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twt^Uy diioiiU3laog ia pcoportiou to ita mereaae. 
If tbp retem ta coital is,, however, contmu^y A&- 
fKeagu)^ tlie avxiu;^ fim<L ftom vibisk $amg& ace 
«^e ia ooiitmu^Uy d i i ri itt ii h ing , The^ dilBculti^ of 
wijkwf vavis^t U^ tlm3 cwtiraiaUy wgmettted*. wd 
j^fcla«t,tbe^mw9itQtaUyr cease. ' 

It thus sufficiently appears that there is a tendency 
\j^ pi^l^oQf tQi i^<»e9se. f^^tec than cagpital If i^s 
h» e^iibliftbedy it^ is of xio. oonisequenoe to the present 
pupose to i»<|iwe* ahoufc the rapidijty of the increase. 
^^ $low soev^ the inenease ^f population^ provided 
^i3t of qa^itnl is> stilX sloiKeiv w^g;Qs.vdll he reduced 
so. low that a portiou of the papulation will regidarly 
dk tpQVk the conseq^nces. qf want Neither ca»» this^ 
dre^dM consequence he otherwise averted thm hy 
finding means to prevent the u»cyeafie of capital firom: 
£^Uing; sh^t of tha;t of popidation. 

cream Ja^mr thati if^ mtlwf^ ttndtmc^ mQulA 



There are two modes in which artificial means 
im^ W eis^kjied. %^ m9^ p^^l&on wd; capital 
Iw^ Iitcer t<]$p^^; ^Q>Q4iiiiHKr laay bit tfiugli^, ^ythtn 
to dh»Mfi& tlbe im^^sm 0^ p^pib<aotiL tO'ia<$t!!^ii^i 
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it in their power to alt^ tl^cowse of h]Qjp^^;i a(^, 
tions, is by rewards and puni^shments. Neither is 
xqry ^jjjUabli? t^. tfea purpose. «f QOWitem(?tiiig the 
tgodeiMiy ift tjie hvmfi ^p^oi^ tcmmWi^.. Suj^ 
po»e^ a. lism wqye jKcqjosed fw JMHWWPg pew^lti^ta 
t^ fejtbjer «n4 j»pthw' of ^^phild, th? (awiJii5twM«ii> 
0^ wlj^^a- wei;^ i^^qp^te. to itii Xfm^tejmm^, it, 
Wjwld, mot l)^ easy to ft^ a. W>def of pwjf^jhwig. 
i^qU WuW, h^ ^4 tQr tji^ eflEept^ mthp^t poK 
dudng almost as much une^^^meia xm wcietj; iv^ 
that which it would propose to remedy: neither 
viQiM it be yery jossihle ta wQ^tw wd df#ae 
th^i state of ciccuj»|5twce;? w^Udji iew wd th^i whi<;bi 
is. W)t» ^qp^te IjO^ tlie. i]^ai;p^a|^fiQ qC q^^ oi; 
twp, or aji,y other mimfe^ ^f ^ifew- Ta ^jg^ 
rgTO2:ds. tQ ifee, ca§^ of i^pt, h^Ting a,^y ohUdraft, 
iu sujch ^ wawiei; ^ to. ogeif^^ U4efiA% iipwit 
the priacijlp. of popul^n^ woirf4 b? rtiU WPJ:q 
dgj05cuj|4 

Legislation, in cases ill adapted to its direct, can 
sometiweii ^^o? ocmsi/fcrghk effqd:^ Ij^ ijl^i. in- 
dixect; 05er^.tiaij ;, 9^ wbpu, 3. d^iea whWv gf:a« 
ti^ itself iw a huxtfuj. qouxae of. aetipn,. attd. 
c^jiot ea,sijy. bQ coimtei;a.cAe^hjr r^w?4 Md^gl^^sht. 
m^y k. (wU^d, tp gratify, its^ iii,a.lfS9;^jtful w 

6 
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an innocent direction. If legislatures have taken 
measures, as they very often have done, sometimes 
by direct, more frequently by indirect means, to sti- 
mulate the principle of population, such mischievous 
legislation may be corrected. 

The powerful agency of the popular sanction might 
in this, as in other cases, be turned to great ac- 
count ; if an intense degree of disapprobation were 
directed upon the men who, by their folly, involved 
themselves, through a great family, in poverty and 
dependence, — of approbation upon those who, by 
their self command, preserved themselves; from this 
misery and degradation. 

The result to be aimed at is, to secure to the great 
body of the people all the happiness which is capable 
of being derived from the matrimonial union, pre- 
venting the evils which the too rapid increase of 
their numbers would entail. The progress of legis- 
lation, the improvement of the education of the 
people, and the decay of superstition, will, in time, 
it may be 'hoped, accomplish the difficult task of 
reconciling these important objects. 

Such are the modes in which legislation can 
weaken the tendency in population to increase. It re- 
mains to inquire by what means it can strengthen 
the tendency in capital to increase. These are, also, 
direct and indirect. As the legislature, if skilfrd, has 
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great power over the tastes of the community, it may 
contribute to render frugality fashionable, and ex- 
pense disgraceful. The legislature may also produce 
that distribution of property which experience shows 
to be the most favourable to saving ; but we have 
seen, that, even in this situation, the motive to 
saving produces no considerable effects. Sumptuary 
laws have been adopted in several countries. In this 
way the legislature has operated directly to increase 
the amount of savings. It would not, however, be 
easy to contrive sumptuary laws, the effect of which 
would be very considerable, without a minute and 
vexatious interference with the ordinary business of 
life. 

There is certainly one course by which the legis- 
lature might produce considerable effects upon the 
aocmnulation of capital ; because it might lay hold 
of any portion which it pleased of the net produce of 
the year, and convert it into capital. We have only, 
therefore, ta inquire in what manner this could be 
performed, and what effects it would produce. 

The mode of taking whatever portion it might find 
expedient, is obvious and simple. An income tax, 
of the proper amount, would effectually answer the 
purpose. 

The legislature might employ the capital thus 
forcibly created in one or other of two ways: it 
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tti^ ktiA il %o %ie 4^111^03^ by otkeni ; tut it mi^t 
iiAaki the etn^yiMnt m i!te 6w&M«^dil. 

"the ^M^t^iSl imAiby yeA^ Wdidd !Me> tb l^A 
it %o thtbSfe mMuftfttttf e^ AM te})ittiKhite Whb teigM; 
^ply fet it, a»d t*(mM gf?e AfecUifty fi* the w»- 
paymettt. The inAOastA tf What Vds tkus 1^ o« 
ill ottt yeat uught h6 employed $s capital the ae'xt 
lEttty aittitiaJ potritm vmtild thra make compound 
interest, and, to hmg as interest remained pretty 
high, wtonM dotible itseliT in a small number of 
years. If wages appeared Kkely to fall, a highel: 
Income tax would be requited. If wages rose highei* 
than seemed to be necessary for the most desiraWfe 
condition of the labourer, the income tax might be 
reduced. 

Without waiting to inquire whether a maehinery 
eapable of produdng these effects be or be not 
praetrcable, we may proceed to another considera^ 
tion, whi^h Iseems calculated to dedde the merits of 
the scheme. 

Acco!fding to the plt)gfe*s above supposed, the in- 
crease of population would be rapid. The progress 
would also be rapid, ita the necessity df applying capi- 
tal to land of a worse and worse quality, or in doses 
attended with a less and less return. 

In proportion as capital is attended with less and 
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less ef ^ini^mi ¥et«frii^ the#»m^rs^f oiifiiitlilbftvdleMr 
a&d ledB inc^ime. I^ prcxM^ (of time, tb^ IndMfte ^ih[»m 
capital W011M be ^ 4ilftiibiib^ thut nofte but t}^ 
dwnerft of krge ttiatsi^ 'df ^sftj^td ^<m)lM Atrivt #om 
k the means ^^existe^oei ^Ydh i» 1^ e^^tireme Iftete 
ef things to whi(^ the o^^emtionof the sehettie^ sup^ 
posing it not impracticable, ceitaiiily tends. 

It tem&iiis to ii^^]^ hdw &i* these ei^cts ^ai^ to 
be considbied ^s good. 

We suppose tha* the ^ages <rf labtmi? rfemain the 
same. All who ate not subsisted by the wages 0^ 
laboiu*, live either upon the ptodtice of stoek, w upon 
the rent ^ land The course of things^ m the ease 
supposed, tends, we h&ve fieetij t^^ poverty of 
those who live upon the produoe of *tOck t it in-* 
creases, however, the i»ent of knd* Wltii the exw 
ception of the owners of land, all the rest of the com- 
munit;^ wouki be labourers, and eapltalisti^ altnost 
equally poor. As ofteti as land were dieted to sale, 
a great amount of capital would of course be given 
for It ; nobody, th^efore, would be able to buy more 
than a v^ lotted poi^ion. 



/ 



In thkstate of things, saiee of 1^^ would eithet be 
jBtequent, or they would be rare. It is neeessary to 
cc/tmd^ what would be the ei^ts in either case. 

If sales went on, it being the nature t^ h^d, as of 
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other property, to change hands continually, the 
whole land would be divided, at last, into very small 
portions ; covered by a d^ise population, no portion 
of whom would be in circumstances mudb better than 
those of the labourer. Is this, in itself a desirable 
state of things ? Is it either followed or preceded by a 
desirable state of things ? 

When any of those accidents occur by which the 
annual produce is for one year, or a few years, reduced 
considerably below the usual standard, in a country 
in which a considerable proportion of the people have 
better incomes than those who live upon wages, con- 
siderable savings may be made &om their expenditure, 
to mitigate the efifects of the deficiency. In a country 
in which all were reduced to the state of wages, any 
considerable diminution of the usual supply would 
difiuse general, irremediable calamity. 

All the blessings which flow from that grand and 
distinguishing attribute of our nature, its progress- 
iv^iess, the power of advancing continually from one 
degree of knowledge, one d^ee of command over 
the means of happiness, to another, seem, in a great 
measure, to depend upon the existence of a class of 
men who have their time at command ; that is, who 
are rich enough to be freed from all solicitude with re- / 
spect to the means of living in a certain state of en- 
joyment. It is by this class of men that knowledge* 
is cultivated and enlarged ; it is also by tiiis class of 
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Da0p that it is diffiised; it is this dass of m^ whose 
children rec^ve the best educsUioir, and who are pre- 
pared for all the higher and more delicate fimctdoiis 
<£ society — as legislators, judges, administrators, 
teachers, inventors in all the arts, and superintend*- 
a^ts in all the more important works, by which the 
d(Nnini<m of the human species is extended over the 
powers ci native. 

. It is piaxh in a peculiar manner, the lmsin68s ct diose 
whose (^ject it is to ascertain the means of raisiai^ 
hmm happmess to its greatest h^;iht, to consid^, 
yfhiBA is that cbss of men by whom the greatest htq^ 
ppupi^ is epjoyed. It will not ]^obably be dii^te^ 
that they who are raised above solidtudo for thepi^ana 
of subsistence and respectability, without being^cposed 
to the vices and follies of great riches, the men of mid- 
dling lortum»s, 1^ m^ to whcKm society is geneinlly 
indicted for its greatest improvements, are, indeed^ 
th^ men, w)iq, haviiig their time at their own diqpos^]^ 
fteed &am th^ m^K^ssity of manual M¥)ur^ sid^eet to 
no man's authority, and enga^ in the most ddightF 
fal occupations, obtain, as a class, the greatest sum of 
human enjoyment For the ha{^ess, therefiro, as 
weU as the ornament of our nature, it is pecailiariy 
.desirable that a class o£ this desmpl^n should form 
as large a proporticm of each eommUmty a3 posaUe. 
For this purpose it is absolutely neocssiry that 
pomdation phoidd not, by a forced accumulati<m«)f 
capita, be made to go on, till the return to capital 
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from the land is very small. To enable a considerable 
portion of the community to enjoy the advantages of 
leisure, the return to capital must evidently be large. 
There is a certain density of population which is 
convenient, both for social intercourse, and for that 
combination of powers by which the produce of labour 
is increased. When these advantages, however, are 
attained, there seems little reason to wish that popu- 
lation should proceed any frirther. If it does, instead 
of inci:easing the net revenue derived from the land 
and labour of the country, or that portion of the annual 
produce which exceeds what is necessary for replacing 
the capital consumed, and maintaining the labourers, 
it lessens that important frmd on the largeness of 
which the happiness of society to so great a degree 
depends. 

It appears, therefore, by strong evidence, that the 
state of sodety in which the increase of population 
has reduced the whole, or nearly the whole, of the 
community, to the state of those who live even upon 
liberal wages, is hot, in itself, a desirably state. 

The evidence whidi proves this to be a state of 
things unfavourable to human happiness, proves also, 
that the state which precedes it is un&^urable. It 
is evident, that whatever be the disadvantages adher- 
ing to the state of things in which the income of all, 
etcept the receivers of rent, is reduced to the level of 
wages, the disadvantages of the state which imme- 
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lately precedes it are, with a slight diminution, the 
same. 

What state of things succeeds to that in which an 
income not ahove the rate of liberal wages is with a 
slight exception the lot of all, is the third and last of 
the questions in^volved in this part of the inquiry. If 
ihe forcible mode of accumulation, by means of the 
inedme tax, is carried beyond that boundary, there is 
immediately a diminution of the income of those 
.who live upon the profits of stock below the rate of 
liberal wages, followed by all the miseries which sudi 
a state of poverty implies : If , the forcible accumuli^ 
tion of capital is abandoned, either the rate of birtiis 
must be diminished, or population increases beyond 
capital, wages fall, and all the evils of insufficient 
wages fall upon the labouring class. 

This analysis has been long and tedious. It thence, 
however, appears, that human happiness cannot be 
secured by taking forcible methods to make capital 
increase as fast as population. On the other hand, 
it has been seen, that if births take place, more 
numerous than are required to uphold a population 
corresponding to the state of capital, human happiness 
is immediately impaired. The grand practical pro- 
blem, therefore, is, to find the means of limiting the 
number of births. It has also appeared, that, beyond 
a certain state of density in the population, such as 
to afford in perfection the benefits of social inter- 

E 2 
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oourse and of oombined labour, it is not desirable 
that population should increase. The precise probl^n^ 
therefore, is, to find the means of limiting births to 
tkat number whidi is necessary to keep up the popu- 
lation, without ino'easing it. Were thal^ accom- 
plkhed, while the return to csqntal from the land was 
yet hi^, the reward of the labourer would be ample» 
wad a large surplus would still remain. If the 
natural laws of distribution were allowed to operate 
fireely, the greater part of this net (Produce wotdd find 
ks way, in moderate pc^ons, into tiie hands o£ a 
Bumarous dass of persons exempt from the necessity 
of labour, and placed in the most &vourable ci!rcum- 
rtanees botli for the ^oyment of haj^piness, and 
fox the highest intellectual and moral attainmaits. 
tSoei^y would thus be sem in its happiest state. 

We have yet to mention^ that government, instead of 
leading, may itself employ the capital which it forcibly 
oreates. It is evident, however, that wh^her govern-* 
Hient employs this capital, or lends it to be employed 
by oth^s, all the effects, which we have traced as 
aaiong necessarily from its in^ease, will be the same. 
'The best mode, perhaps, which could be invented 
€or employing, by government itsdf» a portion of 
^e annual produce, forcibly taken from the crnmexs, 
to aocd^tite the growdi of capital, wmM be that 
which has be^ so eam^ly |»:essed upon l^e public 
attention by Mr. Owen, of New Lanark. Mr. Owen 
j^roposes, that the portion of the annual produce thus 
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converted into capital should be employied by govern- 
ment in making certain estabUsliments ; each of a mixed 
liature, partly for agricultural, partly for manufactur- 
ing industry ; in erecting the houses, in providing the 
instruments or machinery, the previous subsistence, 
and raw materials which might be required. In these 
establishments, ^v. Owen is of opinion that labour 
might be employed under great advantages, and with 
unexampled means of felicity to the individuals eoh' 
ployed. Mr. Owra, however, mu$t intend one of two 
things ;--either that population should go on, or that 
it should stop. If it is to' go on, capital of course 
holding pace with it, all the evils wh|ch would as 
above result from the forcible increase of capital whra 
lent by government, would result from its forcible 
increase when employed in those establishments: If 
Mr. Owen means that population should not go on, 
and if expedients can be employed to limit sufficiently 
the number of births, there is no occasion for these 
establishments, stiU less for the fordble and painful 
abduction of a part of their income from the people. 
The limitation t)f the number of births, by raising 
wages, will accomplish every thing which we desire, 
vdthout trouble and without interference. The limita* 
tion of the numbers, if that object can be attained, 
may be carried so far as not only to raise the condi- 
tion of the labourer to aiiy state of comfort and enjoy, 
ment which may be desired, but to prevent entirely 
the accumulation of capital. 
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SECTION III. 

PROFITS. 

When it is established that the whole of the 
annual produce is distributed as rent, wages of labour, 
and profits of stock ; and when it is ascertained what 
regulates the portion which goes to rent, and what 
the portion which goes to wages, the question is also 
determined with regard to profits of stock ; for it is 
evident that all which remains is included under that 
denomination. 

From what has been already explained with 
regard to rent, it appears that it is something alto- 
gether extraneous to What may be considered as the 
return to the productive operations of capital and 
labour. As soon as it is necessary to apply capital 
to land of an inferior quality, or in a fiirther dose 
with inferior return, all that is yielded more than 
this inferior return, is as if it did not exist, with 
respect to the capitalist and labourer. Whatever is 
yielded beyond this lowest return either on particular 
spots of ground, or to particular portions of capital, 
might be annihilated, the moment it is produced, 
without affecting the portion which goes to either of 
those two classes. As soon as a new portion of 
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capital has to be employed with inferior return, it is 
tihe same thing as if the productive powers of all the 
capital employed upon the land were reduced to the 
same standard ; that there were no difference in the 
retium made from one portion of land, or to one por- 
tion of capital, and another ; but that a quantity of 
produce, equal to the additional return which used to 
be made to the former pcnrtions of csapitalf were, by 
miracle, rained down from heaven upon the possess- 
ors of the land which yielded it. The portion which 
goes in the shape of rent to the landlord, and is over 
and above that return which is made to the whole of 
the capital and labour employed upon the land, is, 
in fact, the result of an accident. Suppose that all 
the land cultivated in the country wer6 of one uni- 
form quality, and yielded the same return to every 
portion of the capital employed upon it, with the 
exception of one acre : that acre, we shall suppose, 
yields six times as much as any other acre. What, 
in this case, would be produced upon all the other 
acres, might justly be regarded as the return made to 
the labour and capital employed upon the land ; and 
the whole of that return. The additional five-sixths, 
accruing from the singular acre, would not be con- 
sidered as return made to labour and capital; it 
would be considered as the accidental product of a 
particular virtue in that particular spot. But what is 
true of this single acre is equally true of any number 
of acres,, as soon as that event occurs which dimi- 
nishes the return to any portion of capital, and in- 
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duces aD the owners of caj^tal to limit their own 
receipts from their capital to the measure of that 
diminished return. 

It thus fuUy appears, that all which can be ocm^ 
mlered as the poduce of the joint operations <^ 
i a^ital and labour upon the land, is the return to that 
portion of ca^tal whidb is applied without paying any 
rent, and which measures the quantity of Uie {Mxiduoe, 
allowed to remain, after the rent is dediusted, as the 
return to all the oUier portions of labour and capital 
employed upon the land. All, therefore, which can 
be con^ered as the real product of labour and capi- 
tal remidns to be shared between the labourer and 
ca]Htdist, after the rent is withdrawn. It follows 
that, in considering what regulates wages and profits, 
rent may be left alt(^ether out of the question. 
Rent is the efiect, and not the cause, of the dimi* 
nished produce which the capitalists and labourers 
have to divide between them. 

When any thing is to be divided wholly between 
two parties, that which regulates the share of one, 
regulates also, it is very evident, the share of the 
other ; for whatever is withheld from the one, the 
otiier receives; whatever, therefore, increases the 
siiare of the one diniinishes that of the other, and 
vice versd. We might, therefore, with equal pro- 
priety, it should seem, affiifm that wages determine 
jl^ofits, or that profits determine wages; and, in 
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filming bur lai^u^^ assume whi^ever we pleased, 
at the regulator (»r itandard. 

As we have seen, however^ that the proportion of 
^ shares between the capitalist and labourer de- 
pends i^qpon the relative abundance of popuUtiouk 
and ca^tal, and that population, as c(^paxed with 
capital, has a tendency to superabound, the aedve 
principle of diange is on the side of population, and 
oonstitutes a reason for considering p(^ulatk)n, and 
consequoitly wages, as the r^ulat<^. 

Wherefore, as the prcAts of stock depend upon 
the diare which is received by its owners of the 
joint jnroduce of labour and stock, profits of stock 
depend upon wages — ^rise as wages fall, and fall aa 
wages rise. 

It may be said, however, that profits of stodt: de- 
pend not solely upon the share received of that whidh 
is divided, but also upon the magnitude of the whde 
that is to be divided : that pn^ts, therefore, depend 
upon two things ; upon the sbare which goes to the 
captalist of the joint produce of capital and labour, 
and also upon the magnitude of the return which is 
made to labour and capital. 

To speak clearly on this point, we inust remove an 
amtnguity which adheres to the word profits. Fr(^ts 
may mean^th^ quantity of commodities*-the number 
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of quarters of com, or yards of doth, whidi the capi- 
talist receives, as the return for a certain quantity of 
food, raw materials, and tools employed : or the term 
profits may, as it most commonly does, refer not to 
the commodities themselves, but their relative values. 
In this latter sense it is. that we use the term when 
we speak of the rate of profits ; or when we say that 
profits are so much per cent. When we say that 
profits are so much per cent, we only mean to say 
that the value of that share of the produce which 
comes to the capitalist, bears a certain ratio to the 
value of all the commodities employed, as capital, 
in effecting the production. When we say, for ex- 
ample, that profits are ten per cent, we say that the 
share of the produce which comes to the capitalist 
would exchange for one-tenth of all the commodities 
employed, as capital, in the production of it. 

Now, there can be no doubt, if we employ the 
term profits in the first sense — as denoting merely the 
quantity of commodities, that the same quantity of 
foofi^, for example, and of implements of husbandry, 
employed as capital, will yield a greater number of 
quarters of com, for any particular share of the pro- 
duce, whether it be one-half, or one-third, or any 
other share which comes to the capitalist, when the 
return to capital from the land is great, than when it 
is small. In this sense, therefore, of the term profits, 
profits do depend upon two things ; upon the quan- 
tity of return, as well as the state of wages. 11^ 
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however, we use the term in th6 usual sense-^to d&- . *, ^ 
note the ratio of values, it may be shown that profits, \ , 
in that sense, depend wholly upon wages. * / 

When the same quantity of labour and capital is 
employed upon two commodities, they will exchange 
for one another ; in other words, the exchangeable 
value of the one is equal to that of the other. This 
is the same proposition as saying, that when two 
commodities have been produced at the same cost, 
they wiU exchange for one another. What is the 
reason that the half of a coiAmodity is equal 
in value to the other half, but that an equal quan- 
tity of labour and capital was required to produce 
it?* 

The value of commodities, therefore, is determined j 
by the quantity of capital and labour necessary to ) 
produce them. If the same quantity of capital and 
labour, which previously produced a certain quantity 
of a particular commodity, becomes, by means of some 
discovery, capable of producing double the former 
quantity, the whole of the enlarged quantity is of no 
more value than the smaU quantity had been before ; the 
value of each oimce, or yard, sinking one half. In ' 
like manner, when the case is reversed, as in land, and 

• It has been found necessary here to anticipate a little what 
is contained in the chapter where the causes which regulate the 
exchangeable value of commodities are explained at length. The 
reader is reiWred to that chapter for fuller satisfaction. 
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the same quantity of labour and capital yields a 
diminiidied quantity of produce^ the value of the 
diminished quantity remains as great as that of the 
larger quantity had been before. But if the value of 
that which is divided as wages of labour and profits 
of stock remains the same^ it is obvious and certain, 
I that the proportion of that value which goes as 
profits of stock depends wholly upon that which goes 
as wages. The rate of profits, therefore, or the ratio 
which the value of that which is received by the 
capitalist bears to the value of the capital, depends 
wholly upon wages. 

The diminution of the return which is made to 
capital employed upon the land, by the necessity of 
having recourse to less fertile land, or successive 
doses of capital upon the same land, diminishes the 
^ return which is made to capital in manufacturii^, 
and all other species of industry. 

We have seen that the diminution of the return 
to capital employed upon the land is inevitable ; but 
what is the rate of profits in any one employment 
must be the rate of profits in all employments. No 
one would continue to employ his capital in agri* 
culture, if, by withdrawing it to anoUier occupation, 
he could obtain greater advantages. All other 
profits, therefore, must sink to the level of agri* 
cultural profits. The steps by which this effect is 
produced remain to be explained. 
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When the demand arrives far such an addiiioiml 
quantity of omx as can only be produced by reeoiurse 
to inferior lands, <Mr fresh doses of capital on the 
same land with inferior returns, the cultivators, of 
course, demur to employ their cafdtal less produc- 
tively than before ; the demand for com, therefore, 
increases, without a proportional increase of supply. 
The exdiangeable value of com, by consequaice, 
rises; and when it has risen to a certain height, 
the cultivat(»r can obtain as high profits by raising it 
under the necessity c^ a diminished i»:oduce, as ase 
ditained by any otha: owners of stocL 

By this process his prints are not kept up to dieir 
former levels but all other profits are brou^t down 
to that to whidb he has been reduced. By tibe rise 
m the value of com, die cost of maintaining labour 
is iaereaied. A cetttia quantity of the necessaries 
of life must be consumed by the labouier, whether 
they cost little or much. When they cost more than 
they dM before, his labour costs more than it did 
Uiote ; though the quantity d eommodities whidb 
he ocmwunes may remain precisely the sane. His 
wages, therefore, must be considered as risii^, 
though his real reward may not be increased 

By this change, in the cost of producing and in 
the value of com, all the owners of capital are con- 
strained to give higher wages to their labourers. 
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Their profits, therefore, as we have just seen, arc 
reduced. The fanner, also, is obliged, and for the 
same reason, to give higher wages. Of the produce of 
the labour and capital which he employs, he is obliged 
to give a greater share to his labourers ; his profits' 
therefore, are reduced^ in the same manner, and to 
the same degree, as those of other capitalists. The 
price of his commodity has risen ; but that is^ only so 
far as to compensate for the peculiar disadvantage 
under which he has fallen. The quantity of pro- 
duce which his capital returns is diminished. The 
quantity of produce which is returned to the capital 
of others is not diminished. The value of his 
commodity rises so far as to compensate for this 
diminished return which is peculiar to himself. But 
that diminution of profits which arises from increase 
of wages he has to share in common with all. There 
is no increase of value to compensate for that enhance- 
ment of expense. 

It thus appears, that in proportion as population 
increases, and as capital is forced upon land of less 
and less fertility, the profits of stock are gradually 
and incessantly reduced. 
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CHAPTER III. 



INTERCHANGE. 



SECTION 1. 



NATURE OF THE ADVANTAGE DERIVED FROM 
THE INTERCHANGE OF COMMODITIES, ANI^ 
THE PRINCIPAL AGENTS EMPLOYED IN IT. 

When two men have more than they need, one, 
for example, of food, another of cloth, while the 
first desires more of doth than he possesses, the 
second more of food ; it will be a great accommoda- 
tion to both, if they can perform an exchange of a 
part of the food of the one for a part of the cloth of 
the other ; and so in other cases. 
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In performing exchanges there are two sets of 
persons, the intervention of whom is of great advan- 
tage : the first are Carriers, the second Merchants. 

When the division and distribution of labomr has 
been carried to any considerable extent, goods are 
produced at some, often at a very considerable 
distance, firom the place where they are wanted for 
consumption. It is necessary that they should be 
convey^ from the one place to the other. Carriers 
are of two sorts: Carriers by Land, and Carriers by 
Water. For the business of carriage, both capital 
and labour are required. In land carriage, the waggons 
or carts, the horses or other cattle, and the main- 
tenance both of them and of the necessary number 
of men ; — ^in carriage by water, the ships, and the 
maintenance of the men who navigate them, consti- 
tute the capital required. 

In procuring articles, as men have occasion to 
consume them, it would be very inconvenient to 
repair, in each instance, to the several manufacturers 
and producers of each, who may often live at a very 
considerable distance one from another. A great deal 
of trouble is saved to consumers, when they find 
assembled in one place the whole, or any considerable 
proportion, of the articles which they use. This con- 
venience gives rise to the class of merchants, who 
buy from the manufacturers, and keep ready for 
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use, all those articles for which they expect a pro- 
fitable demand. 

In small towns, where one or a few merchants can 
supply the wants of all the population, the shop or 
store of one merchant contains articles of all, or 
most of the kinds in general demand. In places where 
the population is large, instead of a great number 
of shops, each dealing in ahnost all kinda of 
articles, it is found more convenient to divide the 
articles into classes, and each shop to confine itself 
to a particular class; one, for example^ to bats, 
another to hosiery; one to glass, another to iron; 
and so on. 
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SECTION 11. 

WHAt 1>£TS11MIN£» Tttfi QUAN*rrrY IN WHICH 
COkMCH>ITiES EXCHAlfaE FOft ONE AKOVHEB.. 

When a eertain quantity of one conmodiiy is ex^ 
diaaged for a ceitahi qiianti^ itf aaotiier coBiii^ 
41 teiti&t qnttLtity of ck^, &r exanij^e^ for a <S9rtiia 
^puuftlitjr lof' eotm; ihere is som^rtliiiig tdiich deto^ 
nAies the oirtter of the doA to aoee^ £ar it 
bttih 2^ fioeli a quantity €i com; and, ia Uct 
manner, the owner of the com to accept i»di laid 
raeh a quantity of doth. 

This is, evidently, the principle of demand and 
sapply, in the first instance. If a great quantity of 
com comes to market to be exchanged for doth, and 
only a small qoantiiy of dolli to be exchanged for 
eom, a great qnantity of com mil be given £>r a 
small qnantity of dotL If the qnantity of doth, 
vdddi thns comes to market, is increased, without 
any increase in the quantity of com, the quantity of 
com whidi is exdianged for a given qnantity of 
dbth win be p ropo i r ti onally diminished. 

This answer, however, does not resolve the vrhde 
of the question. If the quantity in which commo- 
dities exchange for one another d^ends upon tiie 
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prupiirtioii of 8upiAy to demand, it i$ m4^y P€(9^ 
sftry to 89certam upoH what that proportion d^encU* 

Pemaad creates, and the Im of depiaad amuhjr 
btes, supi^y. Whmi nfa uicirea^^d d^puipd arisep % 
any coimiK)dit7» an increaae of ^i^iply, jif ti)ie ^p|^ 
ia mpaUa of inareaa^t fc^wn, 91 a r^gulair e^bpt 
If the damand finr My eomm^ty altiog^her qewci% 
die eommodity ia no lang^ produced* 

The connexion, here, of causes and effects, is 
tBsoAy ^I^Uined. If com i^ hi^^hjt to mfur^cet, the 
ixttt x£ bringing it has b^n m mmh* If f^9^ ^ 
Jbmii^ to market, the cosit of bringing it haa b$itii 
aomufifa. For the loej^M (d auoplifeity, tb^ pis^lM^r 
.of iOQinnioditiea in the marici^ are here 8ii^^os$id to 
)ie jtwo: it is of no caQsequen^, mth x^g/aixA to tb^ 
temskf i^ether thi^ are uaderatood to b^ few AT 
noany. 

The cast of faeiBging the ooro to madcat haa b^aii 
rather eqptai to that of hijip^g the dotfa, or unequal, 
if it has been equal, tbece is n^ motive, to jdioae 
who bring lite eloth or ihe com, for alt^ing 4ihe 
quantity of either. They cannot obtain more of 
4he commodity which they receive in exchange^ by 
transferring thdr hdbour to its production. Jf lite 
cost has been unequal, ;diere immediately loiaBS A 
jBMtiye far altering ^the ^roptxttions. Si^poae tkmfi 
fthe flflrt^ofbiinging Ae.mboie joi Ab^coxa has kc/» 

F 2 
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"greater than that of bringing the whde of the cloth; 
and that the whole of the &ne is exchanged against 
the whole of the other, either at once, or in parts : 
the persons who brought the cloth have in that case 
possessed themselves of a quantity of com at less 
cost, than that at which it was brought to market, 
by those who produced it; those, on the other hand, 
who brought the com have possessed themselves of a 
quantity of doth, at a greater cost than that at 
which it can be made and brought to market. 

Here motives arise, to diminish, the quantity of 
com, and increase the quantity of . cloth ; because 
the men who have been producing com, and pur- 
chasing doth, can obtain more cloth, by transferring 
their means of production from the one to the other. 
As soon, again, as no more cloth can be obtained by 
applying the same amount of means to the production 
of cloth,, than by applying them to com, and ex- 
changing it for cloth, all motive to alter the quantity 
of the one as compared with that of the other 
ceases. Nothing is to be gained by produdng com 
rather than cloth, or cloth rather than com. The 
cost of production on both sides is equal. 

It thus appears that the relative value of commo- 
idities, or, in other words, the quantity of one which 
exchanges for a given quantity of another, depends 
upon demand and supply, in the first instance; but 
upon cost of production, ultimately ; and hence, iii 
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accurate language, upon* cost of productioin, entirely; 
An increase or diminutidri of demand or supply, may 
temporarily increase or diminish, bey<md the point ci 
productive cost, the quantity of one commodity 
which exchanges for a given quantity of another ; 
but the law of competition, wherever it is not 
obstructed, tends invariably to bring it to that point, 
and to keep it there. 

Cost of production, then, regulates the exchan ge^ ^I:t^!2^It^ " 
able value of commodities. But cost of production ^^ -<2-t*^^ *<* . 
is itself involved in some obscurity. It is probable<:<*^^-**^- */ 
that different ideas are very oft6n included under that -^l^t^^ ^^-. * 
term by different persons. /c<^^^^'^ /^' 

Two instruments are commonly combined in pro- 
duction ; Labour and Capital. The labourer is the 
owner of the one. The person who furnishes the 
instruments and materials for the labourer, is the 
owner of the other. 

It is evident, therefore, either that cost of produc- 
tion consists in labour and capital combined; ot 
that one of these may be resolved into the other. If 
one of them can be resolved into the other, it 
follows that cost of production does not consist in 
both combinied. 

" The opinion, which is suggested by first appear- 
anceis, undoubtedly is, that cost of production con- 
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nits in capitied alone. The capitalist pays the wages 
of his labourer, buys the raw material, and expects 
that what hi has eaqp^nded riiall be returned to Irnn^ 
in the price, with the ordinary profits upon the ^^lole 
of die capital ^nployed* From this view of lite 
subject, it would appear^ lliat cost of production 
cx)nd8ts exclusively in the portion of capital expend-^ 
ed, together with the profits upon the whole of the 
capital employed in effecting the production. 

It it easy, however, to see, that in <2ie term caintal^ 
thus understood, an ambiguity, and hence a fallacy^ 
is involved. When we say that cajutid anfd 
labour, the two instruments of producti(«, bdong 
to two dasseflf of persons ; we mean that the labourers 
have contributed so much to the production, mS. the 
capitalists so mudi ; and that the ocnnmodity, lirheb 
produced, belongs, in certsun proportions, to bodi. 
It may so happen, however, that one of these parties 
has purchased the share of the other, before the pro- 
duction is completed. In that case, the whole of the 
commodity belongs to the party who hais purchased 
the share of the other. In point of fact, it does 
happen, that the capitalist, as often as he employs 
labourers, by the pajrment of wages, purchaiies the 
diare of the labourers. When the laboured recdve 
wages for their labour, without waiting to be paid by 
a share of the coi][imodity produced, it is evident 
that they sell their title to that share. The capitalist 
is then the owner, not of the capital only, but rfthe 
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It eGmm&BljiB, in tbe tenn capital, it is absurd 
to taQ( 0^ Jal^iur separately frcm capital. The word 
(»|^tal| as tbus emj^off^ indudes labour and capital 
h^ To say, tfaerefoge, that the ea^changeable valae 
<^ oommodities is determined by ca^tal^ understood 
in this sense, is to say that it is determined by labour 
and capital onnbined. This, however, is returning 
to the pcnnt from which we set out* It is nu^tory 
to inchide labour in the definition of the word capital^ 
and then to say that capital, withoujt labour, deter- 
mines exchangeable values. If capital is under- 
stood in a sense which does not include the pmrchase 
money of labour, and hence the labour itself, it is 
obvious that capital does not r^ulate the exchanged 
able value of commodities. 

If labour were the sole instrument of production^ 
and capital not required, the produce of one day's 
labour in one commodity would exchange against the 
produce of one day's labour in another ccmimodity. 
In the rude state of society, if the hunter and the 
fisherman dedred to vary their food, the one by a 
portion of game, the other by a portion of fish, the 
average quantity which they took in a day would 
form Uie standard of exdiange. If it did Hot, one 
of the two would be placed in a more unfavourable 
Situation than his neighbour, with perfect power, 
which he would of course employ, to pass from the 
pne, situation to the other. 
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In estimating equal quantities of labour, an allow- 
ance woidd, of course, be included for different d^ees 
of hardness and skiU. If the products of each of two 
days' labour of equal hardness and skiU exchanged for 
one another, the product of a day's labour, which was 
dther harder, or required a greater degree of skill, 
would exchange for something more. 

All cajntal consists really in commodities. The 
capital of the farmer is not the money which he 
may be worth, because that he cannot apply to pro- 
duction. His capital consists in his implements and 
stock. "r)^^--jf^-^^^^ ^*^-.— ./^i-e^^J^r. 

As all capital consists in commodities, it follows, 
of course, that the first capital must have been the 
result of pure labour. The first commodities could 
not be made by any commodities existing before 
them. 

But if the first commodities, and of course the 
first capital, were the result of pure labour, the value 
of this capital, the quantity of other commodities 
for which it would exchange, must have been -esti^ 
mated by labour. This is an immediate consequence of 
the proposition which we have just established, that 
where labour was the sole instrument of production, 
exchangeable value was determined by the quantity 
of labour which the production of the commodity re- 
quired. . 
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^ If this be ^rt^blisliied, ii is a necessary <Km8equeiioe» 
that the exdhangeable value ^of all commodities is 
determined bjrf^ntity of labour. < 

The first ca^iital^ as has just be^ seem, being the 
result of pure labour^ bears a value in proportion to 
that labour. This capital concurs in poductkni. 
And it is contended that as soon as capital concurs 
in producticNQ, the value of the commodity produced 
is determmed by the value of the capital. But the 
value of that capital itself, we have just allowed, is 
determined by labour. To say, therefore, that the 
value of a product is determined by the value of the 
capital, is of no use, when you have to go beyond 
the value of the capital, and ask what it is by which 
that value is itself determined. To say that the 
value of the product is determined by the value of 
the capital, but the value of the capital is determined 
by the quantity of lalxmr, is to say that the vah^ 
of the product is determined by the quantity of 
labour. 

It thus undeniaUy appeal^, that not only the 
value of the first capital, but, by equal necessity, th^ 
of the commodities which are jnxduced by the first 
capital, is determined by quantity of labour. Capital 
in the second stage must consist in the commodities 
which are produced by that in^ the first stage. It 
must, therefore, be estimated by the quantity of 
labpur. The same reasoning applies to it in every 
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gaibieqtteftt fitage. Tbe value of ^ first eq^tal 
HM measured bjr quratUjr of Idboim the valoe 
of that which was jpfoduoed by tbe first capital was 
valued by ^e value of the first: tliat^ however, was 
valned hf labour: tjke Iftst;^ there£)re^ is valued by 
bdxHff; and so on^ wxtbovt end, as ofbm as sucoefr* 
ave px^duotums may be su][^posed to be made* But 
if the value of all capital must be determined l^ 
Uiour; it fellows, up<Hi all snppositioiii^ that the 
value of all commoditios must be detmomied by 
Ubour. 

T0 say, iucbed, &at ihe value of oommodities 
depends i^pm cjqaitdi, as the final standard, im^ea 
itte^ thes^stobviouft of aU absurdities. Chp^bl 
is comiMdities. If the value dT commoditiefl^ tbea, 
depeads ujpcm the v^alue cf capital, it d^nds vipmi 
tibe value of commodiiies ; the value rf commodities 
depends \xpon itself This is not. to point out a 
itafidard of vakte. It is to make an attempt for 
&at purpose clearly and completely abortive* 

It &a8 a^pean^ l^ the clearest evidcnee^ 1]iat 
futfitityof labour, in the last rescnrt, detefomes 
the {N?oportion in whicb commodities exchange fiur 
OM another. 
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Sl^CTlON HI. 

EFFECT UPON EXCHANGEABLE VALUES OF A 
FLUCTUATION IN WAGES AND PEOFITS. 

In stating that oominodities are produced by two 
instruments, Laboiu: and Capital, of wMch the last 
is the result of labour, we^ in etfect, mean, that com- 
modities are produced by two quantities of labour, 
diffisrentlycircumstaiiced; the one, immediate labour, 
that which is applied at once by the hand of the 
labourer ; ,the other, hoarded labour, that which has 
been the result of former labour, and ^ther is 
applied in aid of the immediate labour, inr is the 
flulgect-matter upon which it is bestowed. 

Of these two species of labour, two things are to 
be t>b6erved : First, that they are not always paid 
according to the same rate ; that is, the payment 
of the one does not rise when that of the other rises, 
or &11 when that of the other falls : And, secondly, 
that they do not always contribute to the production 
of all commodities in equal proportions. 

If there were any two fqpedes of labour, the wages 
of which did not rise and &11 in the same proportion, 
and which, contributing to the production of aU 
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commodities, did not contribute to them all in equal 
degrees, this circumstance, of their not contributing 
in equal degrees, would create a difference in ex- 
changeable values, as often as any fluctuation took 
place in the rate of wages. 

If all commodities were produced by a portion of 
skilled, and a portion of unskilled labour, but the 
ratio which these portions bore to one another were 
different in the case of different commodities; and if^ 
as often as the wages of skilled labour rose, the wages 
of unskilled labour rose twice as much ; it is very 
obvious, that, upon a rise of wages, those commodities, 
to^the production of which a greater proportion of un- 
skilled labour was applied, would rise in value as com- 
pared with those to which a less proportion was applied. 
It is evident, however, that though this difference in 
the ratios according to which the wages of two kinds 
of labour were changed, and the different proportions 
in whidi they were applied in the production of dif- 
ferent commodities, would, upon a rise or fall in 
wages, alter the relative value of the commodi- 
ties, it would do so, without in the least degree 
affecting the truth of the previous proposition, that 
quantity of labour determined exchangeable values. 

The case is precisely the same when we consider 
that it is the two species of labour, called immediate 
and hoarded, which are applied in diflferent propor- 
tions. 
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' Three cases will conveniently exemplify the diffe- 
^nt degrees in which labour and capital contribute 
to production. These are the two extreme cases, 
and the medium. The first is that of commodities 
whidi are produced by immediate labour alone with- 
out capital ; the second, that of commodities produced, 
one half by capital, one half by immediate labour ; the 
third, that of commodities produced by capital akme 
without immediate labour. There are perhaps ne 
species of commodities which perfectly coincide with 
ether of the extremes. There are species, however, 
which approximate to both; and when the most 
nmple cases are illustrated, as examples, allowance 
can easily and correctly be made for the differences of 
the rest 

If two spedes of labour are employed in the pro- 
duction of commodities; and if, when the payn\ent of 
the one species of labour rises, that of the other Mis ; 
a commodity, in the production of which a greater 
portion of the first species of labour is emj^oyed, will, 
upon a rise in the payment of that species of labour, 
rise in exchangeable value, as compared with a com*- 
modity in which less is employed. The degree, how- 
ever, in which it will rise, will depend upon two cmp- 
cumstances : first, upon the degree in which the pay^ 
ment of the one species of labour falls when the odier 
rises; and, secondly, upon the d^ee in which the 
proporti(Hi of the labour of the first kind, employed 
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fii^loyed in thepiodxctimi gi 1^ othfr eiwmo#ty* 

1%e fint quesldmi, then, ii, in wlitl d^ree;, ^i^m 
«agM riflfl^ ^ profits £dl? And tliis is the quIj 
gteoend qnestiim ; for the degi^ee in whieh the twa 
q^es of labour cornHne in the production of difr 
fieeeat commodities, depends upon the meumst^nej^ 
0I wdi partioilar case. 

If all oommodities €C«responded witii the firft pf 
the cases, assumed above as exan^les, and y/vimh we 
may, for the sake of ablH*eyiation, designate by the 
terms No. 1, No. 2, and No. 3 ; in other wixds, if 
all commodities were produced wholly by labour, anA 
capital were solely employed in the payment of 
vages, iii that case, just as much as wages of labour 
lose, profits <^ stodk would fall. 

Suppose a captal of lOQO/. to be thus emfiofed^ 
and profits to be 10 per cait., the value of the oom« 
mo£ty would be 1100/., for that would replace the 
cq^tal with its jHrofits. Hie commodity may be rer 
gwrded as consisting of 1100 parts, of which 10A9 
wouid belong to the labourers, and 100 to the cafir 
ta^Ust Let wages, upon this, be supposed to rise $ 
per cCTt. ; in that case, it is evident, that inrtead of 
100 parts of the 1100^ the capitalist would jeeeive 
enif 50 ; his profits, tiiesefoi^ maietd «f 10* nwl^ 
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toffty 1050/L in wages. The conmodity vonU not 
rise ifi Talue to iademnify biai* becaufle we have 8up<> 
pond tfaftt ^ comsiodities aie in t}^ sme ntuatioii ; 
it -would, theidbfe» be cf the valne of llOOi^ « 
before^ ef which SOL ^one mnild iseniiiii Ibr hiniielC 

If all oommodities cdneflponded widi the cmm 
No. 8, |a!ofitf would &11 only hdtf as nmdi as wug w 
lOBe. If we 8U]ppote that lOOdL were paid in wagfs^ 
and lOOOi employed in 6stA capital; that piraftta, at 
b^ore, were 10 par toent, and this the whofe expendi* 
tuj?e;^ the value of the commodity would be ISOO/L 
beoMse that is the sum wfakh wouU npkce the 
mptai fespendedand pay the prdfita of l^ewhole; in 
this CMS &e con^oiodity aoaght he eonsidfnd aa 
divided into liHM) parts, lif winch 200 wcmld belong to 
the ei^talist If wages rase 5 per oeni^and inaitead 
of 1000/. as wages, he paid 1050/., he would stiH 
retain 150/. as profits ; in other words,, he would 
mstain n leduGtkmof only Sli percent 

The ease weald he preeisdy tl^ sraoe, if we sapi- 
psaed the 1 000/. isi eaptai, whidbi is not an^doyed in 
the payment ^ wagei; to be aapkfei, in nny paa^ 
portion, in the shape of tifeuktibg capital eonsmaed 
in the course of the productive process, and requiring 
tobereplaced. ThEn8,w^b3e I0OQ/.iweBeemplo3iedin 
the payment of wages, 500/. might be employed as fixed 
capKtal in AxxaUe maohanery, 500/. in raw naatorial. 
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and Other expenses. If this were the state of the 
^expenditure, the vahie of the article would be 1700/. ; 
hdng the amount of the capital to be replaced, and 
10 per cent, profits upon the whole. Of these 1700 
' parts, 1000 would be the share of the labourers, though 
paid in advance, and 700 the share of the capitalist, 
200 being profits. If, now, wages were to rise 5 per 
cent., 1050 of the above 1700 parts would be the 
share of the labourers, and 650 only would remain 
to the capitalist, of which, after replacing his 500/. 
of circulating capital, 150 would remain as profits ; 
a reduction of 24- per cent, as before. 

If all commodities corresponded with the third 
case, as no wages would be paid, profits could not be 
affected by the rise of them : and it is obvious, that, 
in proportion as commodities may be supposed to 
approach that extreme, profits would be less and less 
affected by such a rise. 

/ If we suppose, what is most probable, that, in the 
actual state of things, as many cases are on the one 
side of the medium as on the other, the resul|; would 
be, in consequence of the mutual compensations that 
would take place, that prc^ts would be reduced 
. exactly half as much as wages rose. 

The steps may be traced as follows : 

When wages rise,, and profits fall, it is evident 
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that all eonnnodities mafle vdth a less' proparticm 4f 
labour to capital, will fall in value, as compared with 
those which are made with a greater. Thus, if No. 1 
is taken as the standard, that in whidi commodi^ 
ties are produced wholly by labour ; all commoditie$ 
belonging to that case will be said to remain of the 
same value ; aQ belonging to any of the other cases 
will be said to faU ill value. If No. 2 is taken as ike 
standao^d, all commodities appertaining to that case 
will be said to nsmain of the same value ; all belongs 
ing to any case nearer tiie first extreme, wiU be said 
to rise in value; all to any nearer the last extreme^ 
to fall. 

Those capitalists, who produce articles of case No. 1^ 
have sustained an additional cost of 5 per cent, i 
but they exchange their coinmodity against other 
commodities. If they exdbange them against those 
of case No. 2, where the capitalists have sustained 
an additional cost of only 2| per cent., they wiU 
receive 24- per cent, additional quantity. Thus, in 
obtaining goods produced under the circumstances o£ 
case No. 2, they obtain a certain degree of compen*^ 
iE»tion, and sustain, by the rise of wages, a disad- 
vantage of only 2^ per cent. In this exchange, 
however, the result, with respect to the capitalists 
who produce goods under the circumstances of case • 
No. 2, is reversed. They have already sustained » 
disadvantage of 2^ per cent., in the production' of 
their goods, and are made to sustain another disad- 
vantage of 2^. per cent, in obtaining, by exchange, 

G 
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the goods produced undar the circumstances of case 
No. 1. 

The result, then, upon the whole, is, that all pro- 
ducers, who possess themselves, either by production 
or exchange, of goods produced under the circum- 
stanced of case No. 2, sustain a disadvantage of 2^ 
per cent.; those who possess themselves of goods 
in cases approaching the first extreme, sustain a 
greater ; those in cases approaching the last, a less 
disadvantage ; that, if the cases on the one side are 
equal to those on the other, a loss of 2^ per cent, is 
sustained upon the whole ; that this, accordingly, is 
the extent to which, in practice, it may be supposed 
that profits are reduced. 

From these elements it is easy to compute ihe 
effect of a rise of wages upbn price. All commodi- 
ties are compared with money, or the precious 
metals. If money be supposed to correspond with 
case No. 2, or to be produced, which is probably 
not fax from the fact, by equal proportions of 
labour and capital, then all commodities produced 
under these medium circumstances are not altered 
in price by a rise of wages : those commodities 
whidi approach nearer the first extreme, or admit 
a greater proportion of labour than capital in their 
formation, rise in price : those which approach the 
second, that is, have a greater portion of capital than 
labour) fall: and upon the abrogate of commodities, 
M all taken together, there is neither fall nor rise. 
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SECTION IF. 

OCCASIONS ON WHICH IT IS THE INTEREST OF 
NATIONS TO EXCHANGE COMMODITIES WITH 
ONE ANOTHER. 

We have already seen, that the benefits derived 
from the division and skilful distribution of labour, 
form part of the motives which give rise to the ex- 
diange of commodities. No men will confine them* 
selves to the production of one only of the various 
articles needed for tie well-being of the individual, 
unless they can, by its means, provide themselves 
with others. 

There is another circumstance which very ob- 
viously affordb a motive to exchange. Some com- 
modities can only be produced in particular places. 
Metals, coals, and various other commodities of the 
gresttest hnportance, are the product of particular 
spots. The saime is tiie case with certain vegetable 
productions, to which every soil and climate are not 
adapted. Some commodities, though not confined to 
particular spots, can yet be more conveniently and 
cheaply produced in some places than in others; 
commodities, for example, which require a great 
consumption of fuel, in a coal country ; omimodities, 

G 2 
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the manu&cture of which requires a strong motive 
power, where a sufficient fall of water can be ob- 
tained ; commodities which require an extraordmary 
proportion of manual laboiu*, where provisions, and 
consequently labour, are cheap. 

\ y^ 

\:r\^'''^ These are all obvious causes. There is another cause 
^ which requires rather more explanation. If two 
countries can both of them produce two commodities, 
com, for example, and cloth, but not both commo- 
dities with the same comparative 'facility, the twd 
countries will find their advantage in confining them- 
selves, each to one of the commodities, and bart^- 
Ing for the other. If one of the countries can pro- 
duce one of the commodities with^ peculiar advan* 
tages, and the other the other with peculiar advan- 
tages, the motive is immediately apparrat» winch 
should induce each to confine itself to the commodity 
which it has peculiar advantages for producing. But 
the motive may no less decidedly exist, where one of 
the two countries has fadlities superior to the otbar 
in producing both commodities. 

By superiOT facilities, we mean the power of pro- 
ducing the same e%ct with less labour. The condur 
sion, too, will be the same, whether we suppose the 
labour to be more or less highly paid. Suppose that 
Poland, for example, can produce com and doth with 
less labour than England, it will not follow that it 
may not be the interest of Poland to import one <rf 
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tibe commodities from EngkncL If the degree in 
which it can produce with less lahour, is the same 
in both cases ; if, for example, the same quantity of 
Qom and cbth which Poland oan produce, each with 
100 days' labour, requires ^ich 150 days' labour in 
England, Poland will have no motive to import either 
from England. But if, while the same quantity of 
doth which, in Poland, is produced with 100 days' 
labour, can be produced in England with 150 .days' 
labour, die tacib^aie such, that the com which is 
produced in Poland with 100 days' labour, requires 
200 days' labour in England ; in that case, it will be 
the interest of Poland to import her doth from. 
Ei^gland. The evidence of these propositions may 
thus be traced. 

If the doth and the com, each of which required 
100 days' labour in Poland, required each 150 days' 
labour in England, it would follow, lliat the cloth of 
150 days' labour in Ei^land, if sent to Poland, 
would be equal to the doth of 100 days' labour in 
Poland : if exchanged for com, therefore, it would 
exchange for the com of only 100 days' labour. But 
the com of 100 days' labour in Poland was supposed to 
be the same quantity with that of 150 days' labour in 
England. With 150 days' labour in doth, therefore^ 
England woidd only get as mudi com in Poland as 
she could raise with 150 days' labour at home ; and 
dsnQ would, on importing it, have the cost of carriage ^ 
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besides. In these circumstances no exchange would 
take place. 

If, on the other hand, while the cloth produced 
with 100 days' labour in Poland was produced with 
150 days^ labour in England, the com which was 
produced in Poland with 100 days' labour could not 
be produced in England with less than 200 days' 
labour ; an adequate motive to exchange would im- 
mediately arise. With a quantity of cloth which 
England produced with 150 days' labour, she would 
be able to purdiase as much com in Poland as was 
there produced with 100 days' labour ; but the quan- 
tity, which was there produced with 100 days' labour, 
would be as great as the quantity produced in Eng- 
land with 200 days' labour. England, therefore, 
would obtain her com with less labour, through the 
medium of her cloth. 

Poland would profit in the same manner. A quan- 
tity of com which cost her 100 days' labour, being 
equal to the quantity produced in England by 200 
days' labour, would purchase, in England, the pro- 
duce of 200 days' labour in any other commodity ; 
for example, in cloth. But the produce of 150 days' 
labour in England in the article of cloth, is equal to 
the produce of 100 days' labour in Poland. If, with 
the produce of 100 days' labour, she can purchase. 
Hot the produce of 150, but the produce of 200, she 
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fains to the ^tmouiit of 50 days' labour; in odier 
words, a third. 



■^^^^f 



To produce exchange, there must be two countries 
and two commodities. ^ 

T\fhen both countries can produce both commodi- 
ties, it is not greater absolute, but greater relative, 
^cility, that induces one of them to confine itself to 
the production of one of the commodities, and to 
import the other. 

When a country can either import a commodity, 
or produce it at home, it compares the cost of pro- 
ducing at home with the cost of procuring from 
abroad; if the ktter cost is less than the first, it 
imports. 

The cost at which a country can import from 
abroad depends, not upon the cost at which the 
fpreign country produces the commodity, but what 
the commodity costs which it sends in exchange, 
compared with the cost which it must be at to produce 
the commodity in question, if it did not import it. 

If a quarter of com is produced in England with 
50 days' labour, it may be equally her interest to 
import com from Poland, whether it requires, in 
Poland, 50 days' labour, or 60, or 40, or any other 
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number, to {ooduce » quarter. Her only owsiderati^ 
is, whether the quantity of cloth with which she can 
import a quarter costs her less than 50 days' labour. 

Thus, if labour in Poland produce eom and doth, 
in the ratio of eight yards to one quarter ; but, in 
En^^and, in llie ratio of ten yards to one qusortar, 
exchange will take place. 

Gener^y, then, when labour produces one of two 
commodities in a greater ratio to the oth^ in one 
than in another of two coimtries, it is the interest of 
both to exchange. 
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SECTION F. 

THE COMMODITIES IMPOETED AEE THE CACT^ 
OF THE BENEFITS DEEIVED FEOM A F0BEI6N 
TEADE, 

Feom what is stated in the preceding chapter, one 
general, or railier nniversal, proposition may be de- 
duced. The benefit which is derived from exchang- 
ing one commodity for another, arises, in all cases, 
from the commodity received^ not from the commodity 
given. When one country exchanges, in other words, 
when one country traffics with another, the whole (^ 
its advantage consists in the commodities imported. 
It benefits by the importation, and by nothing else. 

This seems to be so very nearly a sdf-evident pro- 
position, as to be hardly capable of being rendered more 
clear by illustratioti ; and yet it is so little in har- 
mony with current and vulgar opinions, that it may 
not be easy, by any illustration, to gain it admission 
into certain minds. 

When a man possesses a certain commodity, he 
cannot benefit himself by giving it away. It seems tof 
be implied, therefore, in the very feet of his parting 
with it for another commocMty, that he is benefited by 
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what he receives. His own commodity he might have 
kept, if it had heen valued by Tiim more than that for 
which he exchanges it. The fact of his choosing to 
have the other commodity rather than his own, is a 
proof that the other is to him more valuable than his 
own. 

The corresponding facts are evidence equally con- 
dusive in the case of nations. When one nation 
exchanges a part of its commodities for a part of the 
commodities of another nation, the nation can gain 
nothing by parting with its commodities ; all the gain 
must consist in what it receives. If it be objected, 
that its gain consists in receiving money, it will pre- 
sently appear, from the doctrine of money, that a 
nation derives no advantage, but the contrary, from 
possessing niore than its due proportion of the pre- 
cious metals. 

In importing commodities which the country itself 
is competent to produce, as in the case, supposed atbove, 
of trade with Poknd, we saw that England would 
import her com from Poland, if she thus obtained with 
the produce of 150 days' labour in doth, as much com 
as it would have required 200 days' labour to produce 
in England. If it had so happened,^ that she could 
procure in Poland with the cloth, only as much com 
as she could produce with the sam« quantity of labour 
at honae, she would have had no advantage in the 
transaction. Her advantai^ would arise, not from 
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what she would export, but wholly from what die 
would import. 

The case in which a country imports commodities 
whidi she herself is incompetent to produce, is of 
still more simple investigation. That country, or, 
more properly speaking, the people of that country, 
have certain commodities of their own, but these they 
are willing to give for certain commodities of other 
countries. They prefer having these other commo- 
dities. They are benefited, therefore, not by what 
they give away ; that would be absurd ; but by what 
they receive. 
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SECTION n. 

A PARmCVLAE COMMODITY^ A8 A ICEBIUH, CON^ 
VENIENT FOE THE BUSINESS OP EXCHANGE. 

In exdianging commodities fbir one another di* 
rectly or in the way of barter, the wants of indivi- 
duals could not be easily siq)plied. If a man had 
only sheep to dispose of, and wanted bread or a coat^ 
he might find himself subject to either of two diffi- 
culties ; first, the man possessing the article which 
he wished to obtsun, might be unwilling to accept of 
a sheep; or, secondly, the sheep might be of more 
value than the article which he wished to obtain, and 
could not be divided* 

To obviate these difficulties, it would be fortunate 
if a commodity could be fi3und which every man who 
had goods to dispose o^ would be willing to receive, 
and which could be divided into such quantities as 
would adapt themselves to the value of the article 
which he wished to obtain. In this case, the man 
who had the sheep, and wanted bread or a coat, 
instead of offering his she^ to obtain them, would 
exdiange it, first, for the equivalent quantity of this 
oth^ commodity, and with that he would purchase 
the bread and other things for which he had occasion. 
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Tlus, tben^ k the tnie ideji of a m^^Sxml oB tA* 
ebsxkgt.* It is mme one commocBty^ ^nliidv ii^ *oidcr 
to e£^ an exdiaE^betinreeB tim other coinmo£ticii^ 
i» first yeeev^ed in ^xehange for the om^ and k thim 
given in exdbange finr the ^her; 

Certain metak, goidy for- examj^ and^lrer^ imm 
f<yiQtd to unite, in a tsmperiiNr degreey> all the qualities 
desired in a medium of exchange. Tbey ifa:e eom^ 
mefities whieh every man who had gwda to diqx)tt 
of/tivaswiHiBgtoreemeJ^tibLem They 

could he divided into mch portioM' as suited any 
quantity of other commodities which the purdiaser 
desu*ed to ohtain. They possessed the further recom- 
mendation, by including a great value in a smaU 
hulk, of being very portable. They were also very 
indestructible; and less than almost any other 
commodities liable to fluctuations of value. From 
these causes, gold and silver have formed the prin- 
cipal medium of exchange in all parts of the globe. 

The precious metals were liable to be mixed with 
baser metals in a manner in which it was not easy to 
detect ; and thus a less value was apt to be received 
than that which was understood to be so. It was 
also found inconvenient in practice to perform the 
act of weighing every time that a purchase was to 
be made. An obvious expedient was calculated to 
remedy both inconveniences. Metal might be pre- 
pared of a fixed and determined fineness ; it might be 
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dkdded into portions adapted to all sorts of purchases ; 
and a stamp might be put upon it, denoting both its 
weight and its ftieness. It is obvious, that the 
putting of this stamp could only be entnisted to an 
authority in which the people had confidence. The 
business has g^ierally been undertaken by govern- 
ments, and kept exclusively in their own hands. The 
business of putting the precious metals in the most 
convenient shape, for serving as the medium of ex- 
change, has been denominated coining ; and the pieces 
into which they are divided have obtained the ap- 
pellation of money. 
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SECTION FII. 

WHAT BEGULATES THE VALUE OP MONEY. 

By value of money, is here to be understood the 
INTo^rtion in which it exchanges for other conuno- 
ditiei^ or the quantity of It which exchanges for a 
certain quantity of other things. 

It is not difficult to perceive, that it is the total 
quantity of the money in any country, which deter- 
mines what portion of that quantity shall exchange 
for a certain portion of the goods or commodities of 
that country. 

If we suppose that all the goods of the country are 
on one side, all the money on the other, and thatvthey 
are exchanged at once against one another, it is 
obvious that one-tenth, or one-hundredth, or any other 
part of the goods, will exchange against one^tenth, or 
any part of the whole of the money ; and that this 
tenth, &c. will be a great quantity or small, exactly 
in proportion as the whole quantity of the money in 
the country is great or small. If this were the 

. t state of the facts, therefore, it is evident that the 
jf value of money would depend wholly upon the 

/ quantity of it.. 
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It win appear that the case is precisely tl^ same 
in the actual state of the facts. The whole of the 
goods of a country are not exchanged at once against 
the whole of the money ; tille goods are exchanged in 
portions, often in very small portions, and at different 
times^ during ihe course of Ae whole year. The feame 
piece of money which is paid in one exchange to-day, 
may be pcdd ili anoihfer ^change to-morrow. Some 
ttf the pieces will be emplc^ed in a great many ex- 
iehanges, ^dme in* very few, and some, which happen 
to be hoarded, in none at all There will, amid all 
these varieties, be a certain average number of ex- 
dhaiigies; the same which, if all Ae pieces had performed 
an equal number, would havt been performed fay each'; 
that aviearage we may snppose to be any number we 
plfeise ; say, foi* exsiatple, ten. If eadi of the pietes of 
the money in the country perform ten purchases, that 
is exactly the saine thing as if all the pieces were 
multiplied by ten, and performed only one purchase 
c^dk. The value of all the goods in the country i^ 
equal to ten times the value of all the money; as 
eaeb piece of the money is equal in value to that 
whidi it exchanges far, and as t performs ten dif- 
fefent exdiahges in a year. 

If the quantity of money, instead of performing ten 
exchanges in the year, were ten times as great, and 
performed only one excTbange in the year, it is evident 
that whatever addition were made td the whole quan- 
tity, would produce a proportional diminution of 
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yalu8» in eacb of the minor quantities taken ueptanAelf. 
As the quantity of goods^ against which the money ii 
all exchanged at (mce, is supposed to be the same^ the 
value of all the money is no more, after die quantity 
is augmented, than before it was augmented. If it 
is su^^aed to be augmented one«tenth, the ralue of 
every part, that ot an ounce for example, must be 
dimini^ed one-tentib. Suppose the whole quantity 
1,000,000 ounces, and augmented by one-tenth i 
whatever the loss of value to the whole must bq 
ecmmunicated proportionally to every part; but; 
what (me-tenth of a million is to a million, one-tentk 
of an ounce is to an ounce. 

If the whole of the money is only one-tenth of the 
above supposed sum, and performs ten purchases in 
the year, it of course exchanges each time againi^ one* 
tenth <^ the goods. But if the trath which exdiangea 
against a tenth is increased in any proportion, it it 
the same thing as if the whole which exchanges 
against the whole were increased in that proportion. 
In whatever degree, therefore, the quantity of money 
is increased or diminished, other things remaining tiie 
sanie, in that same proportion, the value of the whole, 
and of every part, is reciprocally diminished mr in- 
creased. This, it is evident, is a proposition univer- 
sally true. Whenever the value of money has either 
risen or fallen, (the quantity of goods against which it 
is exchanged and the rapidity of circulation remain- 
ing the same,) the change ni^ust be owing to 9 cor- 
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responding diminution or increase of the quantity; 
and call be owing to notliing ebe. If the quantity of 
goods diminish, while the quantity of money remainisr 
tibe same, it is flie same thing als if the quantity 
of money had been increased; and if the quantity 
of goods be increased, while the quantity of money 
remains imaltered; it is the same thing as if the 
quantity of money had been diminished. SimSar 
ehanges are produced by any alteration in the rapidity 
of drculation. By rapidity of drcuhttion is mean^ 
of course, the number of purchases made in a givair 
time. An increase in the number of these purchaseri 
has the same effect as an mcrease in the quantity of 
money ; a diminution the reverse. 

If there is any portion rf the annual produce wMd^ 
is not exchanged at all, as what is consumed by the 
producer ; or which is not exchanged for money ; that 
is not taken into the account, because what is nofe 
Exchanged for money is in the same state with 
respect to the money, as if it did not exist 
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SECTION nil. 

WfiAT RE^SULATES THE QtlANTITY OF MONEY 4 

When we have ascertained that quantity deter* 
mneB the value of mdn^y, we have effected fittle, till 
we have farther ascertained what it is that regtdaies 
quantity. 

The quantity of money may i^eeni, at first sight, td 
depend upon the will of the governments, which 
assume to themselves the privilege of making ife» 
and may fahricate any quattitity they please. 

Money is made under two sets of circumstances i 
either wjhen government leaves the' increase or dimii 
nution of it free ; or when it endeavours to cdnfirdl 
the quantity, making it great or small as it pleases. 

When the increase or diminution of money is left 
free, government opens the mint to tixe putilifc at 
large, making -bullion into coins for as many as 
require it. 

It is evident that individuals possessed of bullion,' 
will desire to convert it into coin's, only when it i» 
their interest to do so; that is, when their bulllofi; 

H 2 
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converted "into ooins^ will be more valuable to them 
than in the shape of bullion. 

This can only happen when the coins are peculiarly 
valuable, and when the same quantity of metal, in 
the state of coin, will exchange for more than in the 
state of bullion. 

As the value of the coins depends upon the quan- 
tity of them, it is only, when they are few in number 
that they have this value: it is the interest of 
individuals, when coins are thus high in value, to 
parry bullion to be coined ; but by every addition 
to the number of the coins, the value of them is 
diminished, and at last the value of the metal in the 
coins, above the bullion, becomes too small to affiord 
a motive for carrying bullion to be coined. If the 
quantity of money, therefcnre, should at any time' be 
so small as to increase its value above that of the 
metal of which it is made, the interest of individuals 
operates immediately, in a state of freedom, to aug* 
ment the quantity. ' 

It is possible, also, that the quantity of money 
should be so hx^s as to reduce the value of the metal 
in the ccnn, bdbw its value in the state of bullion ; 
in that case, the interest of individuals operates 
immediately to reduce the quantity. If a man has 
pos^sed himself of a quantity of the coins, contain- 
ing, we shall say, an fmnce of the metal, and if these 
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coing are of less value than the metal in bullion, he 
has a direct motive to melt the coins, and convert them 
into bullion : and this motive continues to operate till 
by th6 reduction of the quantity of money, the value 
of the metal in that state is so nearly the same with 
its value in bullion, as not to afford a motive for 
melting. 

Whenever the coining of money, therefore, is free, 
its quantity is regulated by the value of the metal, 
it being the interest of individuals to increase or 
diminish the quantity, in proportion as the value of 
the metal in coins is greater or less than its value 
in bullion. , 

But if the quantity of money is determined by the 
value of the metal, it is still. necessary to inquire 
what it is which determines the value of the metal. 
That is a question, however, which may be consi-i 
dered as already solved. Gold and silver are in reality 
commodities. They are commodities JFor the attain- 
ing of which labour and capital must be employed. 
It is cost of production, therefore, which determines 
the value of these, as of other ordinary productions* 

We have next to examine the eSbcts whidi take 
place by the attempts of government to control the 
increase or diminution of money, and to fix the quan- 
tity as it pleases. When it endeavours to keep the 
quantity of money less than it would be, if things 
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trefe 1^ in freedom, it raises the value of the mietal 
ip.the coin/and renders it the interest of every hody, 
^ho.can^'^.to convert his bullion into mbney. By sup- 
pofitiion, the government will n(^ convert it He 
Tftmt, therefore, have recourse to private coining. 
'I'his the government must, if it perseveres, prev^ 
by punidmient. On the other hand, were it the 
object of government to keep the quantity of money 
neater th^ it would be, if left in freedom, it would 
reduce the value of the metal in money, below its 
iralue in bullion, and make it the interest of every 
body to melt the coins. This, also^ the govemmoit 
^ould have only one expedient for preventing, 
namely, punishment. 

Put thp prospect of punishment wiU prevail ©rer 
^e pi:ospect of profit, only if the profit is small. It 
i§ wjell known, that,^ whare the temptation is con-t 
gi^n^ble, private coinage goes on, in spite of the 
eQ4^voip:iS of government. As melting is a more 
em process than coining, and can be perfonM 
T^oxe ^ecxetjly, it wiU ^ke place by a less temptation 
^an coinage. 

It thus appears, that the quantity of money is 
iiaturaUyx^f)il#^ i? every country, by the value^ in 
pt^r word^, |)y the productive cost, in that coimtry, 
of the meta][s of which it is made ; tha^ government 
may, by forcibly methqds, reduce the actual quantity 
^ money tp f certain, ]>u\ s^ ^^considerable extent, 
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below that natural quantity ; ihat it can also, but to 
a stiU less extent, raise it above that quantity. 

When it diminishes the ijuantity below what it 
would be in a state of freedom, in other words, raises 
the value of the metal in -j^e.opiiis^ above its value 
in bullion, it in reality imposes a sdgnc^rage. In 
fmeticef amgmof^Bge is ocmimoidy im|K)iedby iiraing 
fiDimidiich iCOQtaih rather l€»s of iib^ metal thw tb^ 
^o&ss to eontain, or less than. ibsA quantity to wlu^ 
4hey are intended to be an equivalent By lec^nisf 
upon this principle, government n^es a ptofit (^ 
the difference between the value o^ the metal in the 
€Oins, and tl^t in bulUon. Suppose Jh^^dtflSei^Q^ to 
be five p^ oent.> the government obtains bujQi(m ajb 
4ihe market piioe, and mil^es it into ^oims whid^ ar& 
worth five per ceirt* m<M» than.thebuBion. iCoiiMi, 
however, will retain this value, only, if, as we haye 
dsumn in the pxeeeding sec^m, tibbey ^m^ Bmi^ in 
remount. To be able to Jknit Ibiem in ateounj^ itris 
•necessary that mgagmge sbt)il)^ noi^k^m bigli as i^ 
compenaate fot the xi^ ctf {jou^t^sfeiting; in shoit, tjb# 
it should not greatly exceed t^e exf&ij^Qi^iim^: 
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SECTION /X 



8UB87?ITUT£S FOR MONEY. 

,. The otly sab^titute formoQey, of fiuffiaent ]bi«^ 
fmUmae to require explanation in this epitoiae of 
the science, is that spedes of written dbligation to 
yay a SU91 of money, which has d[>tained the appelili^ 
ti<m of paper money. 

The use d this qpedes of obligation, as a substi* 
tote f<nr money, seems to have originated in the 
invention c^ Inlls of exdiange, ascribed to the Jews 
in the feudal and barbarous ages. 

When two countries, as Engla&d and HoUandt 
traded with one another; when Bngland, .for ex^ 
iunple, imported Dutch goods, and Holland im- 
ported English goods, die quertion immediatdy 
UQoe^ how payment was to be mad$ fur them. If 
Sn^^d was under the necessity of sending gold 
and silver for the goods which she had brought £rom 
Holland, the expense was considerable. If HdUmd 
was under the necessity of sending g«dd and silver to 
JBnglandy the expense was also consider^Ie. It was 
very obvious, however, that if th^re ware two indi- 
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Tlduals one b^whom owed to the other ^100, and the 
otha* otved to him .s^lOO, instead of the first man'i 
taking the trouhle to count down ^^00 to .the 
second, and the second man's taking the. same trouhle 
to count down ^100 to the first, all they had to do 
was to exchange their mutual ohligations. The case 
was the same hetween England and Holland. If 
Sugkfiid' had to pay a million of money to Holland, 
and had an equal sum to receive fircmi Hdland, 
instead cf sending the money from England to 
Holland^ it would save expense and troubfe to cini- 
sign to her creditors, in Holland, the money due to 
her in Holland ; and those merchants in Holliand, 
^^ owed money to England, and must have 
been at the expense of sending it, would be well 
pkased to be saved from that expense, by obeying 
an order to pay, in HdQand, what they owed to a 
merchant in England. A bill of exchange wast, 
. J^eraUy, rach an otder. The merdiant in Ei^land 
wrote to tibe merchant in Holland, who owed him a 
mm i£ money^ ** Pay, to such imd sudi a person, 
sudb and sudi a sum'* ; and this was called drawing 
a US upon tibat pohson. Hie merchanti»in HoBaad 
dieted in ike same maaaier, with respect to tibe per-* 
sons in Engiand, fipom whom they had money to 
Teeeive, and to whom they had money to pay. 
■When it so happened, that the money which the two 
;muntries owed to one another was equal, the pay* 
mmlM bdanced one another, i»Mi each couotry pdd 
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fyt the gofds wliidli it had recdved^ free, aliogetik^t, 
£rom the expense of transmitting numey- Even 
^hen it happened that one of ^e two owed more 
ithan it had to receive, it had only the balance to 
discharge, and was rdieved from all the rest of the 
expense* 

The sdvsoktage, ther^re, derived from the in- 
vention and use ot biUs of exchange, was very con*- 
sidarahle. The use o£ them was reconamended by a 
still stecmger necessity at the period of the invention, 
];)ecause the coarse policy of those times prohibited the 
exportation of the precious metals, and punished with 
the greatest severity any infringement of that ba]>- 
iwouskw. 

BiUs g£ exchange not only served the purpose of ' 
discharging debts between country and country, they 
very often acted as a substitute for money, in tibe 
country to whidi they ware sent. When a biU wns 
drawn payable after a certain time, the merohaBttp 
•whom it was sent, if he had a debt to pay^ or 
.pua:d}ase to make, without having money ready for 
ihe purpose, paid with the till, instead of money. 
.One <^ these HUs would ofboa p^ss flirough sev^^ 
hands^ and be the medium of payment in a.Biiimh6r 
,of transactions, b^ore it was finally di«ebarged by 
the person on whom it was diwvn. To this extent, 
;^t performed the precise fiinctioiis of paper mooey. 
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and led the way to the fiirtber use of that important 
substitute. 



As soon as it was discovered that the obligation 
of a merchant of credit, to pay a sum of money, was, 
from the assurance that it would be paid as soon 
as demanded, considered of equal value with the 
money itself, and was without ^difficulty received 
in exchanges, as the money itself would have been 
received, there was motive sufficient to extend the 
Vse of the substitute. Those persons who had been 
accustomed to^ perform the functions of bankers, in 
keeping the money of individuals, and exchanging 
against one another the coins of different countries, 
were the first who issued promises to pay certain sums 
of money, in the expectation that they would operate, 
fis substitutes for money, in the business of purchase 
apd sale. As soon as the use of such a substitute for 
{doney has begun, nothing is wanting but freedom, 
fmd the confidence of the public in the written 
promises, to enable the paper to supersede the use of 
the metal, and operate, almost exclusively, as th^^ 
medium of exchange. 

It remains ^to inquire what ;u*e the advantages 
derived from the use of this substitute ; and what 
fX^ the iijicanveniencies^^to which it is liable. 



Digitized by VjOOQIC 



168 €HAP. rii— INTERCHANGE, 



SECTION X. 

ADVANTAGES DERIVED FROM THE USE OF 
PAPER MONEY- 

The precious metals, whicli are necessary to per* 
form the functions of a medium of exchange, are 
bought with the commodities of the country. The 
produce of the land, and manufectures, are exported ; 
and instead of other commodities, to be turned to use, 
gold and silver, to be employed as the medium of 
exchange, are imported for them. The value of the 
gold and silver, when they alone perform the business 
of the medium of exchange, always bears a consider- 
able proportion, — in countries but little advanced in 
the arts of exchange, a large proportion, to the whole 
of the annual produce of the country. If each piece 
performs a hundred purchases in the course of, a^ 
year, the value of the money required is equal to a 
hundredth part of the whole of the annual produce. 
In countries in which money does not pass rapidly 
from hand to hand, it may be. equal to a tenth of the 
whole of the annual produce. 

It is evident that whatsoever part of the national 
property goes to provide the medium of (exchange is 
wholly inoperative with regard to production. Nothing 
produces^ but the immediate instruments of produc- 

.a 
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lion \ the food of the lahourer, the tools or machinery 
with which he lahoun), and the raw material which 
he &hricate8. If the whde, therefore, of the national 
property, which goes in this manner to provide a 
medium of exchange, equal to one-tenth, or one- 
hundredth part of the annual produce, could be 
taken from that employment, imd converted into food, 
tools, and the materials of production, the productive 
powers of the country would receive a corresponding 
increase. 

If it be considered that the annual produce is 
equal, not only to the whole of the net revenue 
of the country, but, along with this, to the whole of 
the capital, excepting only the part, comparatively 
smaJl, which is fixed in durable machinery, it may be 
easily understood how vast an accession is made to the 
means of production, by providing a substitute for 
the precious metals, as a medium of exchange. 

Paper is also &r more convenient, as a medium of 
exchange. A large sum, in the shape of gold or 
silver, is a cumberous conunodi^y. In performing 
exchanges of considerable value, the very counting of 
gold and silver is a tedious operation. By means of 
a bank note, the largest sum is paid as quickly as 
the smallest. 
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SECTION XL 

INCONVfiNIENCIES TO WHICH THE tTSE OF PAPEB 
- MONE* IS UABLE. 

The incoBveniencies to which paper money is liable^ 
seem all to be comprehended mider three heads. 

Rrst,— The feilure of the parties, by whom the 
notes are issued* to fiilfil their engagements. 

Second, — ^Forgery. 

Third, — ^The alteration of the value of the cur- 
rency. 

1. The failure of the parties, by whom notes are 
issued, is an evil against which, under good institu-- 
tions, the most powerfujl securities are spontaneously 
provided. 

If competition were allowed to operate freely, and 
if no restriction were imposed on the number of 
partners who might be engaged in a bank, the business 
of banking, and of issuing notes, would naturally 
place itself on a footing which would render paper 
ciurency very secure. 
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The mimber of banks would of course be multi- 
jflied ; and no one bank would be able to fill witlif 
its circulation more than a certiiin district. 

As little risk, where the partners were numerous, 
would be incurred by each of*hem; as the profits 
woidd be very sure, and the importance of having a 
good currency would be sensibly felt, there would be 
motive sufficient, to all the principal noblemen and 
gentlemen of the county, or other district, to hold' 
shares in the local bank, and add to the security of 
the public. 

With such competition, any bank of doubtfiil 
credit wcmld vainly endeavour to introduce its notes 
into circulation. The sense of interest keeps the 
attention sufficiently awake on such an occasion; 
and where education and knowledge are tolerably 
advanced, and the press is free, intellect is not 
wanting to guide the most ignorant to the proper 
conclusions. The people may be trusted to reject 
the notes of a suspected party, when they may have 
those of a party iii whom they confide. 

Another great advantage is gained by the scheme 
of numei'ous banks, each supplying, under the safe- 
guard of freedom and competition, a limited district; 
that if one of them fails, the evil is limited, and 
produces inconvenience to but a small portion of the 
community. 
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The interest, also, wliieh banks, where nnmenms, 
have in supplanting one another, places them on the 
watch to discover any symptom of deficiency on the 
part of a rival, and makes them keen to disclose it ; 
while the knowledge which each of them has that it 
is vigilantly watched makes it careful to avoid any 
fault which can lead to a diminution of its credit* 

In Scotland, where banking is nearly placed upon 
this desirable footing, and where paper money spon- 
taneously filled the channels of circulation, long 
before the suspension of cash payments at the Bank 
of England, there have been few failures in the 
numerous banks which issued paper, notwithstanding 
all the fluctuations in the value of money, produced 
by that suspension, and all the convulsions of credit 
of which those fluctuations were the cause. 

Such are the securities which the interest and in- 
telligence of the parties would provide, without the 
intervention of the legislature. * Of the securities 
which might be provided by the legislature, the 
following are two of those which most obviously 
{Hresent themselves. 

It might be rendered imperative upon every bank 
to transmit to some organ of govamment two monthly 
statements, one of the amount of its notes, another 
of the securities with which it was provided to meet 
the demands to which it was liable. And appropriate 
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^wars might be ^nted for taking t^e necmakf 
^ps to protect the public, where pwjpor gecuriti^ 
might appear to be wanting. 

As a great profit attends the issuing of notes in 
&yourable circutnstanees^ it is desirable! that the 
benefit, if unattended lYith preponderant e^^ shoi|ld. 
aecrue to the public. The profit, it is observable, 
ariaii^ fycm the interest upon the notes as <iiey are 
l^t, is altogetheir ^tioct from the othor boiefit^ 
arising from ike oomrersion of a coktly medium of 
excha^ge into instriimtents of production. 

The issuing of notes is one of that small number 
<^ bfisinesses which it suits a governtofant to cofidliet; 
a business which may be reduoed to a strid; routine, 
and falls within the compass of a small number of dear 
and definite rules; As the pubUd wouM, in this case^ 
be its own banker, and could not fail in payments to 
itself, the evils, liable to arise from the fbiliire of the 
parties who issue notes to fulfill their ei^ageniients, 
could not possiUy have place. The people, in this 
case, would provide the funds to ftdfill the engage^ 
ments, and the peojde would reodve them. Political 
Economy does not contemplate the misapfdieation of 
the frmds provided by the pec^le; The eases of na- 
tional bankruptcy, and of the non-ipaynientof a govern- 
ment paper, by which the. people of various coimtriefi 
have suffered, have all beeDt cases in which the. Many, 
have been plundered for the benefit of the Few. When 
the people, as a body, are to receive the payment 

I 
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whieh the peoj^ as a body provide the funds to» 
make^ it would be idbsuxd to speak of dieir loss by a 
failure. 

The chance of evil, then, from a failure in dis* 
charging the pbligations contracted by the issue of 
paper money, is capable of being so much reduced, as 
to constitute no valid objection against an expedient, 
the benefits of which are great and indisputable. 
There are perscms, however, .who say, that if the 
benefits derived from paper money did surpass the 
chance of evil in quiet and orderly times, the case is 
very different in those of civil war, or foreign invasion. 

Civil war, and foreign %invasion, are wordjS which 
raise up vague conceptions of danger ; and vague con- 
ceptions of danger are too apt to exert a mischievous 
influence on the understanding. 

In tlie first place, there is, in the present advanced 
stage of the civilized world, in any country having a 
good government and a considerable population, so 
littje diance of civil war or foreign invasion, that, in 
contriving the meBns of national felicity, but little 
allowaince can be rationally required for it. To adopt 
a course of action, disadvantageous at all times, 
except those of civil war and foreign invasion, only 
because it were good on those occasions, would be as 
absurd, as it would be, in medicine, to confine all men 
continually to that species of regimen which suits a 
violent disease. If the advantages which arise from 
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the use of pa^r moftey/ are cd^yed^ without aay 
oKmeidarable abatem^it> at all times, excepting those 
of civil war and foreign invasion^ the utility of paper 
money is sufficiently proved* 

To save ourselves &om the delusion which vagijie 
concqrtfons of danger are apt to Create, it is propte 
to inquire what ate the precise evils i^dliich may arise 
from paper money during those rare and ^traordinary 
times* 

A dvil war, or a tomgn invasion, is attended with 
a great derangement of the circulating medium, when 
it is composed of gold and sUver. At such a period 
there is a general dispositi(m to hbbrd: a oonsida'able 
proportion, therefore, of the medium of exchange is 
withdrawn from circulation, and the evils of a scarcity 
of money are immediately felt; the prices of commodi- 
ties fall ; the value of money rises ; thosie who have 
goods to sell^ and those who have d^bts to pay, are 
subject to losses ; and calamity is widely difilised- 

From the evils of hoarding, the c6mmunity wouhj 
be, in a great 'measure, secured by the prevalence of 
paper money. And there are mdny reasons which , 
may draw us to conclude, that those arising from the 
diminution of credit would be Very little to be feared. 

If the paper were issued by a government whidi 
deserved the confidenco of the people, a foreign 

i2 
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intasion, which tvould cKmcentrate the affections of 
the people towards the government, would not destroy 
the ctedit of its notes. 

It would not he the interest of the invaders to de- 
stifdy their ^^edit, even in that part of the oonntrj of 
Which they might be in possesion, because it would 
tiot be their interest to impair its productive powa^s. 

Nobody would lose, ultimately ; because, even if 
the circulation of the notes were prevented in the 
^stricts possessed by the enemy, they would recover 
their value the moment the enemy were expelled. 

' The effects would not be very diflferent, if the cir- 
culation were provided by ^ well-conducted system of 
private banking. It would be the intereist of all par- 
ties to preserve the circulating mediirai in credit. It 
would be the interest of the enemy to preserve it in 
the districts which he possessed. At most, he could 
only prevent the circulation for a time ; for, after his 
expulsion, the notes would be redeemed, either by the 
responsible parties who had issued them, or, if they 
had lost their property through the operations of the 
enemy, out of the compensation money which the 
^vemment would allow. 

It is not probable, that, even in a civil war, any 
considerable discredit should attend a well-established 
paper currency. The country is, of course, divided 

4 
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})etween the hostile parties, in porticms more or less 
ne^ly equal. It is evidently not the interest of 
tfa^ goviemment in that part of the country which it; 
commands, to discredit the paper currency^ whether 
\t Imd been iss^ by.its^l^ or by private hankers. 
As little is it the inietest of the oppo4^ 1^7 ^ ^9 
any thing whi^ sh^U disorder the regularity <^ trans^ 
a^tionain that part of the ; country where it gpv^msg 
andfrom i^ich: all it9 mean^ of pl^vaiUng oyer its. 
o^p<*ieftts mtist.he drawn. If the circulating medijom 
coBinflta of the nates of private bankers* situated 
mthiu that paH oC ihecoimUy, it is the int^est, c^ 
a douUe aocount» of the party to piroteet them. It k 
its interest te pifttect them, en^ if they are paper of 
the government FoflcwhcanwouW it ipjuye, as the 
holders of tlmn, but its iwn people? Whose, bu-» 
skieiss would it dii^ux>b by the want of a drculating 
mediui]^, but the people upo% whose, means and affec"; 
tioBs it vfiuMy d^ended ? By protecting the^paper 
pf the govermofimt, it makes it, in reality, its own. 

Experience is.ia £nraiir of all these omclusions; 
since it has been repeatedly found, that the presence 
of hostile annias, and.«v0n'int9m^.l.eomwotiim^,l)»ve 
occasicHied Mttl^ distwrbmifie to |i paper currency, the 
value of which was but tojcaf^lijy se{![ur^. ; . r 

a, Fo^e^y^ to .which bapk notes axe expc^,.is an 
evil of the same sort 9» comjiteifeiting. Though it i^ 
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an evil of great mdgnitude, under so imperfect a system 
of banking as that which is created by the existence 
of a great monopolizing establishment, like the 
Bank of England ; under such a system of banking 
as that which we have been just contemplatdng, 
it would be inccmsiderable. Where one great bai^ 
supjdies the circulation of a great part of the country, 
there is opportunity for the circulation of a great 
amount of forged notes, and modve to incur both a 
great risk and a great expense. But if every bank 
supplied only a small district, only a small amount 
of the forged notes of sudi a bank could find th^ 
way into the circulation, Banks, too, which are sub^ 
ject to llie useful prindple of competitic^, are afraid 
to discredit their own notes and render tihe p^ple 
Ay of taking them, by refusing paymrat of sud) as 
are forged ; they choose rather to pay thm in silence, 
^nd exert themselves as well as they can to detect the 
authors of die forgery, and drcumseribe ita ainount 
In this manner the public are exeoipted frcon loss ; 
and if a loss is willingly sustained by the banks, it 
is only because they find comp^sation. 

8. The last of the three' inconvenieneaB, UaUe 
to arise from the use of paper money, is an alteratiom 
in the value of the currency. 

This alteration is always an act of the government^ 
and is not peculiar to paper money. 
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We ha?e already aeen, tluit the value of a metallic 
currency is determined by the value of the metal 
which it contains. That of a paper currency, there- 
.fore, exchangeable at pleasure, either for coins or for 
bullion, is all^ determined by the value of the metal 
^ich can be obtained for it The reason is obvious. 
If the paper should at any time be reduced bdow 
the value of the metal, every person who held a bank 
.note, the less valuable commodity, would demand 
for it the more valuable onnmodity, the metal If the 
pnmnse were, ins in England, to pay an ounce of goUi 
finr 8/. 17^. lO^^. of papar, the mon^t that 3/^ I7i. 
. 104^. in paper became of less value than an ounce of 
gold, — ^in ihe ordinary language, the moment that 
gold rose above l^e mint price, it would be the in- 
terest of the holders of the notes to demand gold in 
.^Lclumge. 

But, in these circumstances, it would be the 
interest of those who issued the notes to raise their 
value by reducing their quantity. If they endeavour- 
ed to maintain the high quantity, they would be con- 
demned perpetually to issue and perpetually to lyith- 
draw; because every man who became possessed of 
any of tiieir notes would have an inta^st in bringing 
them back again for gold; and on each of these 
occasions the issuers would sustain a loss. They would 
issue the notes at the rate of 31. 17^. 104^. ; tliat is, 
they would receive a value of 3/. 17^. lO^^Z. when they 
issued them ; but when they repeived them back, and 
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mxe obliged to pay for th^m in gold^ they would he 
obliged to give a value greats than 3/. 17s. l<H^i 
Suppose that gold had risen to 4/. per oimce : diey 
i^uld receive for the notes, when they issued them, 
a value of 8/. 17^. lO^rf. ; they would pay for them, 
wben they came ba(^, a value of 4/.: th^ would 
locfe, there&re, the dbBSsrence. 

It is thus the interest, both of issuers and holders, 
i^t to l0t the notes sink iii value below the metali. 
And it is obvicmidy not the interest oi the issi^Ksto 
lessen their quantity, beyond what is necesaasry to 
keep them of m equal value with the metal ; becawe, 
the more they issue, the more they gain, If no coins 
were in circulation, though the issuers might diminish 
ldi4 quantity, and thereby, raise the value of the cur- 
rency, they could derive no profit from it, If 8/. lOx, . 
of tiieir notes could purchajse an ounce of gold on 
is9ui9g, they could not sell it again for more. 

In the case qf a metallic currency, government 
can reduce the value of the currency, only by less^i- 
ing l^e quantity oi the precious metal in the coins ; 
othenme, aa soon as it rc^vtced ike vahie suffi- 
ci^Hly to a£ford a motiye for ^ting, the coins, as 
£wt ^ issued, would dissappear. In the case of a 
papcar currency, it is only necessary for government 
to withdraw the obligation td^pay metal fyt it on 
demand, when the quantity may be increased, and 
^rdby the value diminished to any amount 
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Pa{knr eunrexKTjr is issued iindiaut obligaUon to pay . 
for it, in two ways ; either,, when goveKiimeut is the 
issuer, and renders its paper legal tender, without 
obl%attoa to giye metal for it in exchange ; or when 
^ho paper eurresaoy is regulated by ooe great esta^ 
blidmaeht, as the Bank of England, and goifiawn^ut 
auspends its obligation to pay for its notes* 

The effects of an increase 4>f the quantity, aid 
consequett diminution o£ the value of the eorren^ 
in any partieukr country, are two: first, a rise of 
pribes; 9ecomdly,a loss to all tb)se persons who had a 
dgbt to receive a certain sum of money of the M, 
and undimimshed value. 

By the term piice, I always understand the quasi- 
^ity of money which is given in exdiange. An 
alteratiw in die value oi money, it is obvious^ 
alters the relative value of nothing else. AU things*-^ 
bread, ploth, shoes, &c.: rise in value as eompaaxd 
with money ; but not one of them rises in value as 
^Pfflapjif^ iSrttJi.^iother 

This diffisraice of price k, in itself, of no. conse- 
quence to any bpdy. The man who has goods to sell 
gets mpre moley for them, indeed; but this money 
will puiiehase him just the same quaiitity of coQuno- 
dities; 9» he was enabled to pnrchase mth the |»rice 
he obtatoed befoire. The man who has goods to 
purchase has more money to give foe them ; but he is 
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enabled to do so, by getti^ just as much mcMre for 
the commodities he has to sell. 

With respect to the second effect of a degradation 
in the value of money, it is to be observed, that there 
exists at all times, in civilized countiies, a number of 
obligations to pay certain sum$ of mon^ to indi- 
viduals ; either all at once, as debts ; or in succession, 
as annuities. It is wry obvious, that the individual 
vifho has contracted with a man to rec^ve 1(^0/. gus- 
tains a loss when the currency is reduced in value 
and he rec^ves no more than 100/. It is equally 
obvious that the party who has to pay the sum, is 
bendited to the same amotmt. These circumstances 
are reversed when the alteration which has taken 
^lace is an increase of the value. In that case, the 
man who has to pay sustains the loss ; the man who 
reaves payment acquires the gain. These losses are 
•evils of great magnitude, as &r as men's feelings and 
inappiness are concerned; and they imply a grosa 
violation of those rules for the guardianship of that 
happiness which are comprehended unda: the term 
justice. It is, however, no destruction, and conse- 
quently no loss, of property. 

Mr. Hume has supposed that certain other effects 
Mre produced by the increase of the quantity of money. 
When an augmentaticm of money ccmimences, indivi- 
duals, more or fewer, go into the market with greater 
sums. The consequence is, that they oS&t better 



Digitized by VjOOQ IC 



SECT. XI— PAPER MONE*. 12S 

pAeeR. The increased prices give encouragement to 
the producers, who are incited to greater activity 
and industry ; and an incre^tse of production is the 
consequence. 

This doctrine implies a want of clear ideas reelect- 
ing production. The agents of production are the 
eommodities themselves, not the price of them. 
They are the food of the labourer, the tools and 
machinery with whidi he works, ai^ the raw mate- 
rials whidi he works upcm. These are not increased 
by the increase ci money : how then can there be 
more pro^ction ? This is a demonstration that the 
eonehision is erroneous at which HUme has arrived. 
It m^ be satisfactory also to unravel the &llacy of 
1m argument. 



The man who goes first to market with the augu 
mented quantity of money, either raises the ^ice of 
the commodities which he purchases, or he does not 
raise it, 

If he does not raise it, he gives no additional 
encour^ment to production. The supposition, there- 
fore, must* be, that he does raise prices. But 
exactly in proportion as he raises prices, he sinks the 
value of money, He therefore gives no additional 
encouragement to production. 

}% will perhaps be said by a persevering objector. 



\ / 
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that the man who first goes to mairket with the addi- 
tional quantity of money, raises the price of the 
commodities which he immediately purchases ; th^t 
the producers of those commodities are therefore en- 
couraged to greater industry, because the price of 
other commodities, namely, of all those whidi fliey 
have occasion to purchase, has not risen* But this 
he is not allowed to say. The £rst man who came 
with an additional quantity of money into thematket 
to purchase the^eommoditie&of those producers, raised 
the price of those commodities* . And why ? Because 
be came with an additional quantity of mcmey. They 
go into the market to purchase ariotW set of comk 
modities, and go with an additi<Mial quantity of. 
money. They raise, therefore, the price of. tiiose 
commodities. And in this manner the succession of 
rises goes on. All those commodities with which no 
Bidditional quantity of nioney has yet come, in contact 
remain unaltered in price. The moment an additional 
quantity of money does come in contact with than, 
the price is proportionally raised. 

The whole of the business of any country may be 
considered as practically divided into a great number 
of little markets, some in one place, some in another ; 
some of one sort of commodity, some of another ; 
the money, of course, distributed proportionally 
among them. Into each of these markets, in the 
ordinary state of things, there comes, on the one side, 
a certain quantity of commodities ; on the other side. 
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ft certain quantity of moneys and tile <m^ is ex- 
changed against tke othcjr. Wherever any addition 
takes i^hke in the' <{iiaii^ty 6f gbcMis; mthjcmt any 
addition to thd qufl^tity ^m^hejf the pi^wfall^, and 
of n^ssity in the -exact j^rdpdrti<)n of the ad<fii<don 
whiieh hias bdeh made, tf tJiis ife not ckw to every 
apprehension already^ it may b^ rendered palp^-fele by 
adducing a eimpfe case. Suppose the maiket to be 
A rety featrow one ; of bread solely, on the one^^ side ; 
ind money, on the other. Suppoise tibat the wdinary 
state of the market is 100 loaves on the one side, and 
100 shillings on the other ; the price of bread, ac- 
cordingly, a shilliiig a loaf. Suppose, in these cir- 
cumstances, that die quantity of loaves is increased 
to 200, whiie the tnoney remains the same: it is ^ 
obvious that the price of the bread must fall one-half, 
or to six-pence per lOaf. It Would liot be argument to 
say, that part of the bread would not be sold, but 
taken away imsold. If it is taken away unsold, it is 
the same thing, with respect to the market, as if it 
had never been brought. These conclusions, with 
respect to an increase in the quantity i^f commodities, 
no man disputes.' Is it not obvious that the same 
condusions are true widi respect to an increase in the 
quantity of the opposite commodity — the money ? 

An the consequences, therefwe, of altering the 

value of money, whether by raising or depressing 

It, are injurious. There is no securiiiy, however, 

. against it, as it is a deed of government, but that 

which is the sole security against the misdeeds of 
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gOverAmmt; its dependenee upcm the people. Tiic^ 
obligation of paying the notes in the metal is a 
necessaiy 0eourity> whare thi^ are issued at ]^b»ui^ 
private bankers. If they w»e issued by a goregm^ 
ment strfetly respondble to the people, it would not 
be indispensaUe ; for in that case the utility <^ 
keeping gold at the mint price, or, in other words^ 
the currency of the same value as if it was metalli(^ 
might be so distinctly imderstood, that it wcmld not 
be the intarest of those intrusted with the powers of 
govei^ment to allow it to vary. 

We have already seen, in treating of the proper- 
ties which recommended the precious metals for the 
instrument of exchange, that they were less than 
almost any other commodity subject to fluctuation of 
value. They are not, however, exempt from changes,, 
partly temporary, and partly permanent. The per- 
manent changes take place, agreeably to the princi- 
ples already explained, only in consequence of a ^ 
change in the cost of procuring them. The greatest 
change of this kind, recorded in history, is that which 
took place <m the discovery (rf the mines of Amaicai 
from which, with the same quantity of labour, a greater 
quantity of the metals was obtained. The temporary 
changes take place, like the temporary changes in 
the value of other commodities, by a derangement of 
the balance of demand and supply. For the pay- 
ment of troops in a foreign country, or subsidies to 
foreign governments and othe^ operations, a great 
quantity of gold or silver is sometimes bought up, . 
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lind sent out of the country. This enhances the price, 
till the balance is restored by importation. The profit 
which may be acquired c|>erates inmiediately as a 
motive to restore it. In ^e i|iterval, however, an 
advantage may be derived from a paper money not con- 
vertible immediately into the metals. If convertible, 
goM will be demanded, paper wiU be diminished, and 
the value of the currency will bs raised. If not 
convertible, the currency may be reuiined of th^ same, 
or nearly the same value as it was before. This, 
indeed, can scarcely be done, and the remedy applied 
with safety, imless where the whole is paper, and 
government has the supply in its own hands. In that 
case the sameness in the quantity of the currency, as 
it would be perfectly known, would be a sufficient 
index and security. If the price of gold rose sud- 
denly above the mint price, or, in other words, above 
the rate of the bank notes, without any alteration in 
the quantity of the currency, the sameness in the 
quantity of currency would be a sufficient index 
that the rise was owing to a sudden absorption 
of the gold ; which, after a time, would return. If in 
such circumstances the obligation of keeping up the 
value of the paper to that of the gold were suspended 
for a time, a sufficient security against any consi- 
derable alteration in the value of the currency 
would be found in the obligation of keeping the 
quantity of it the same ; because, during any short 
period of time, there can be no such diminution or 
increase of the quantity of business to be done *by it, 
^ to require any material alteration. 
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SECTION xn. 

THE VAliUE OF THE PEECIOUS METALS PETER- 
MINES WHETHER A COUNTRY SHALL EXPORT 
OR IMPORT. 

Metallic momey, or, more generally speaking, 
the precious metals, are nothing more, consid^^ 
strictly, and in their essence, than that commodity 
which is the most generally bought and sold, whether 
by individuals, or by nations. 

In ordinary language it is immediately acknow- 
ledged, that those commodities alone can be exported, 
which are cheaper in the country from which they 
go, than in the country to which they are sent ; 
and that those commodities alone can be imported, 
which are dearer in the country to which they 
come, than in the country from which they are 
sent. 

According to this proposition, if gold is cheaper in 
any one country, as in England, for example, it will 
be exported from England. Again, if gold is dearer 
in England, than in other countries, it will be im- 
pprted into England. But, by the very force of the . 
terms, it is implied, that in any country where gold 
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ta dkeajs otker ^commodities are deiu:; Oold is cbeap^ 
when « ^eatar quantity ^f it is fe^[i»red te parcbaAS 
commodides; 4md commcdities toe dear^&r tte samd 
reason ; namely^ whett a greia^ ^ntity of gdd kt 
required to purchase them« When the Value of gold,; 
therefore, m England^ is loW, gold will be ekported 
from England, on the principle that all c<mimoditie8 
which are free to seek a market, go £rom the place 
where they are cheap, to the place where they ard 
dear. Ifut as, in the fact that gold is cheap, is 
implied the correlative and inseparable fact that other 
commodities, at the same time, are dear, it follows, that^ 
when gold is exported, less of othei: commodities can 
be exported ; that no commodities can be exported, if 
the value of gold is so low as to raise the price of all 
of them above the price in other countries ; that & 
diminished quantity alone can be exported, if the 
value of gold is only reduced so far as to raise the 
price of some of them above the price in other 
countries. 

It is evident, therefore, that a country will export, 
that is, commodities other than the precious metals, 
only when the value of the precious metals is high. 
It is equally evident that she wiU import, only when 
the value of the precious metals is loWi The increase^ 
therefore, of the quantity of the precious medals, 
which diminishes the value of them, gradually dimi« 
nishes, and tends to destroy, the power of exporting 
other commodities : the diminution of the quantity 

K ' 
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of l^e predons metals, which increases their value, 
increases, by a similar process, the motive to export- 
ation of other commodities, i^, of course, in a state 
of freedom, the quantity exported. 
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SECTION XltL 

THE VALUE OF THE PEECIOUS METAL, Oft 
MEDIUM OF EXCHANGE^ WHICH DETERMINES 
EXPORTATION, IS NOT THE SAME IN ALL 
COUNTRIES; 

When we speak of the value of the precious 
metal, we mean the quantity of other things f<nr 
which it will ^ch^nget 

But it is well known that money is more valuahi^ 
that is^ goes farther in the purchase of commodities^ 
not only in one country than anoth^, Jbut in one part 
than another of the same country^ 

■ # - 
In some of the more distant places of Wales, for 

example, money is more valuable than in LQudcki : 
in common language, we say, that living is more 
cheap; in other words, commodities may be pur- 
chased with a smaller quantity of money : and this 
state of things is habitual^ money having no tendency 
to go from London where its value is low, to increase 
its quantity in Wales where its value is high^ This 
phenomenon requires explanation* 

The fact is, that ittie whole of such difference as 
K 3, 



' Digitized by VjOOQ IC 



132 CHAP, in — ^^INTERCHANGE. 

is habitual, and has no tendency to produce a 
transit of the metals, resolves itself into cost of 
caniage. Com, butchers'-»meat, and other commodities, 
which are produced in Wales, are cheaper than in 
London, because the supply of London comes from a 
distance, and the ori^nal price is enhaiiced by cost 
of carriage. But, as there are certain commo^ties 
which thus are cheaper in Wales than in London, 
so there are others which are cheaper in London than 
in Wales. Such are all the commodities which are 
either manufactured in London, or imported into 
London, from abroad.. Just as the com, and other 
commodities, which come from Wales to London, are 
enhanced by the cost of carriage ; so those commodi- 
ties which are sent from London to Wales, are dearer 
in Wales than in London, by the whole of the cost 
which is incurred in transporting theih. The fact, 
therefore, is, that in Wales some commodities are 
cheaper, and some are dearer, than in London ; but 
those which are cheaper are the arficles of priiidpal 
importance ; they are the necessaries of Kfe, the driu 
cles, the consumption of which constitutes the prin- 
cipal part of almost every man's expenditure. What 
is more, they are the articles the money-value of 
which determines the money-value of liabour ; every 
thing which a man has done for him, therefore, is done 
cheaper than it is in London. And, lastly, the gross 
commodities, which are the produce of Wales, cost 
much more for carriage, in proportion to their value, 
than the fine commodities which are received from 
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London: the cost of the gross commodities in London 
is much mord raised above the price of thetn in 
Wales, than the price of the fine commodities in 
Walefii is raised above the price of them in London. 
The cost of living, therefore, is greater in London 
than in Wales, for this reason, solely, because people 
in London pay more for carriage. If the value of the 
metal in Wales rose ever so little above that limit, 
a profit equal to that rise would immediately operate 
as a motive for sending it to Wales. 

From two places in the same country, let us 
transfer the consideration to two different countries. 
The cost of living is higher ; in other words, the value 
of the precious metals is lower in England, than in 
Poland. The difference here, also, resolves itself 
wholly into the cost of carriage. Let us suppose that 
England receives a aonaderable portion of her supply 
of ^om from Poland, and sends her the whole, or the 
greater part, of her fine manufactures : com, it is 
evident, will be dearer in England; but fine manufac- 
ture will be dearer in Poland. For the same reasons 
|Jiat money, as we have shown, goes farther in Wales 
|;h^n in London, it is easy to. see that it will, in this 
cs^e, ^ farther in Poland than in England : in other 
wprds, the value of gold in Poland will be greater 
than in England, just so much as to compensate for 
the greater cost of carriage which England sustains^ 
The moment it rises above that value, a profit may 
be ^lade by sending it ta England. 
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SECTION XIV. 

MODE IN WHICH THE PRECIOUS METAL, 01^ 
. MEDIUM OF EXCHANGE, DISTRIBUTES ITjSELF 
AMONG THE NATIONS OF THE GLOBE. 

In the country of the mines, whence gold di«trir 
butes itself tx> the rest of the world, gold is in relative 
plenty. As an addition is constantly making to 
the quantity alreaidy possessed, there is a constant 
tenden^^y in the gold of that (H)untry.to fell 
in relative value ; in other word$, a cqnstant tend- 
' ency in the price of other things to ri§;e. As sopn 
as any commodities have risen sufficiently high to 
enable them to be imported, they will come in from 
that country, she it what it may, from which, prime 
post and cost pf carriage taken together, they come 
the cheapest ; and gold will go out in exchange. 

By this importation of gold into that sebond 
(soimtry, it becomes relatively plentilul there, and 
prices rise. {Some commodity, or commodities^ 
become th^e at last so dear, that they can be 
imported, with profit, from another country: com- 
modities, as m ' the previous instance, come in, and 
gold goes out. It is unnecessary t9 trace the operas 
|i(m farther. In this ^manner gold proceeds from 
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country to oountry, through the whole eonnected 
chain of the commercial world. 

In a preceding section^ we found that it is the 
interest of two nations to exchange with one another 
two sorts c^ commodities, as often as the rdative cost 
of producing them is different in the two countries. 
If four quarters of c6m, for example, and 20 yards 
dT cloth, cost, each, the same quantity of labour in 
iBngland, but not the same quantity in Poland, it 
would be the interest of the two countries, the one 
to produce com, tlie other to produce doth, and to 
exchange them with one another. 

Suppose, while four quarters of com and 90 yards 
of doth required the same quantity of labour in Eng- 
land ; that in Poland 20 yards of cloth required twioe 
as much labour as four quarters of com. In these 
dreumstances, doth, as compared with com, would 
be twice as dear in Poland as in England ; in other 
words, four quarters of com, which in England would 
be of equal value with 20 yards of cloih, would in 
Poland be equal to no more than 10 yards. If 
Poland, th^efore, should send com to England ; the 
quantity of labour which produced four quartcjies, or 
10 yards of cloth, in Poland, would purchase 20 
yards in England. In like manner, if !E!ngland 
should send cloth to Poland; the same quantity of 
laboiur which produced 20 yards of doth, would 
obtain, not four quarters, only, of com, all it oQuld 

♦ p. 84—88. 
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ff^^^tm ut heme, h&t chmbk th^^ fvmtitjr, ftfnetj^ 
pight quaxters. 

8wh Yfovid be Ifhe interest whidi would operate 
to produce an exdiange of commodities betweem 
two countries, in the way of barter, and without Ate 
ktta^rention of money. In Poland we hiiye supposedl 
the drcumstances to be such, that if die produced 
fBom and dk)th for h^self, four quarters of eom would 
have the same value as 10 yards of doth, Of course, 
if she had the use df mc»ey, the ]N:ice of four quaoTf; 
ters of com and 10 yai^ of doth would be tibe 
same, {n England, according to the suppoi^tion, tibe 
price of four quarters of com and that of 20 yards 
pi doth would be the same^ There are two suppose^ 
able cases. The price of one of the two commodi? 
ties, com, for example, k either equal in the two 
countries, <^ not equals The illufi^ration of any one 
of these cases will suffice for both. Let us, then, 
suppose that, in the two coimtries, the price ci com is 
equal. If it is, the price of a yard of cloth must in 
Pdbmd be twko as great i|s it is in England. In 
these ^peumsCances, what wH} happea is obvious: the 
eloth^ whiefa is cheap in England, will go to Poland, 
%heFe H is dear ; and thipre it will be ciold for gold, 
because there can be no countar impoprtation ci ^om, 
whidi, by supposition, is aheady as chefip in England 
as in Poland^ 

Py the impcNTtation, in this manner, of Eugfiah 
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4oik imta Pi^laokl) gold goes out of P<dancl9 and 
comes into England. The consequence is, that gold 
becomes more plentiM in England, less plentiful 
in IV^d. From this first oonsequeuoe^ a second 
«u»ie6; that prices gradually rijse in England, fS^ ia 
Palaiid : the pace c^ c<ffn,^ &9 example, and^ along 
mi^ st^ the price of eloth^ xise in England, &U in 
Bolaoid. I^ ythmx we su^qpKise the traffic to begin, tlus 
price of com in eadb country i^ 1/. per quarter, the 
pice of cloth being, by consequence, in Poland 2*, 
m En^nd 1^. per yard; the sii^poned ejcchange 
Mii dLolh for gold mH gradually, in fei^gl an d ^ r^ th^ 
|tiice of com above, in Poland sink it bdow, IL p^ 
^piarter : raise the price of clot^ in England nbpve 
Is. per yaid, sink it below S^. per yard in Poland- 
In this manner, the price of corn in tl^ two (^(HuitieB 
IP^dnally recedes frcon equality, the price of <:;loth 
.gmduaDy apf^roaehes it. At ^ certain point In this 
progress, com becomes so dear in ^pgland, md cheap 
in Pol^ud, that the difference of price will p^y for tib 
to^ of c^rri^ge. At that moment a motive ariies for 
l^e injp(«rta(4on of em^ into England; and prices 
r^ulate themselyen in su^h a mwner^ that in Eng- 
ird com is dearer than in Polmid, by the expense of 
carrying com ; doth is dearer in Poland than in Eng- 
land, by the expense of carrying doth, from the one 
country to the other. At this point, the value of the 
doth imported into the one country, and that of the 
corn imported into the other, balance one another. 
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The exchange is then at par, and gold ceases to 
pass. 

From the consideration of the same circumstancec^ 
it will farther be seen, that no alteration can take 
plaice in the interchange of commodities between the 
two countries, without a new distribution of the pre- 
cious metal ; that is, a change in the relative quan- 
tities which they previously possessed. 

Let us suppose that, in Ei^land, some new com- 
modity is in*oduced, which Poland <^esires to obtain. 
A quantity of this commodity is imported into Poland; 
and it can be poid for only in gold, because we have 
^supposed that at this time, the com and doth, ):espec- 
tively imported, pay for one another. In this case,- 
as in that which I have previoudy explained, the 
price of commodities soon be^ns to rii^ in England, 
fall in Poland. In proportion as prices rise in Eng- 
land, and faU in Poland, a motive is produced to im- 
port a greater quantity of Polish goods into England, 
a less quantity of English goods into Pdand. And 
at last the balance is again restored. 
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SECTION XV. 



MOS^Ey TRANSACTIONS BETWEEN NATIONS 

BILLS OP EXCHANGE. 

The moneys of different countries are different ; 
that is to say, they consist of different portions of the 
precious metals, and go by different names. The 
pound sterling, for example, is tho money of Englai^ 
the dollar is iht money of certain other countries ; 
and the pound sterling contidns one quantity of the 
precious metal, the dollar contains a less quantity ; 
and so oi other varieties. 

The purchases which are made by one country in 
.mother country are, like other purdbases, made by 
money. If the Dutch merchant, fqr example, purdbase 
goods in England, he buys them at so many pounds 
sterling. If the English merchant buys goods in 
Holland, he buys them at so many guilders. To pay 
the pound sterling, the Dutch merchant must either 
send the English money, or an equivalent. The 
direct equivalent is a quantity of the precious metal 
equal to what is contain^ in the pounds sterling duej 
If the Dutch merchant has i^o other medium but 
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guilders, he must send as many guilders as contain 
an equal quantity of the precious metals. 

When the language now used }jy the merchants of 
Europe was estahlished, a computation was made of 
the quantity of one currency which contained the 
same quantity of the precious metal, as a certain ^ven 
quantity of another. This was called the par of 
exchange. The guilder contained not quite so much 
of the metal as two shillings English ; but to dm« 
plify our language, let us suppose that it contained 
just aa much. The par of exdiange was then, 10 
guilders to 1/. ; or, in the abridged langua^ of the 
merchants, 10. 

The business of exchange, however, between country 
and country, is carried cm, not by transmitting cur- 
rency or the metals, but, in a much greater degree, 
by the instrumentality of bills. The language whidi 
the merdiants have adopted for carrying on the traffic 
of bills, is very elliptical and abridged ; and bekig, 
in several respects, not well chosen, is a source of 
obscurity and misapprehension. 

The simple trxpisaction is this. The merchant in 
London, to whom a m^dbant in Amitodam owes a 
sum of money, writes a line to the mieirchant in Am- 
ata:dam, directing him to pay the mcmey. The writ- 
ing of this line is called drawing ; the line itself is 
called a bill ; and the person whom the line is written 
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to, is i»id to be cfeawn upon. If ^ mercbant in 
London, at the same tiine that hie has m<mey to reeeiye 
&6m Amsterdam, hais money to pay in Amsterdam-^ 
he draws his bill up<m his debtcnr in Amsterdam, to 
the order of his creditor ; or, in other words, his line 
written to the person who owes htm money in Am- 
sterdam, is a line directing him to pay the amount 
to that otiier pen^n to whom he is indebted. If 
iht mmi to be recdved is equal to the ^m to be 
paid, the bill discharges the debt; if it is less, it 
pays as far as it goes, and the difference constitutes 
abahne^. 

It so happCTs, in the course, of business, that tl» 
individuals who unport goods &om Holland, fbt 
example, are not the same mdividuals who export 
goods to Holland. The merchants who import ami, or 
butter, or tallow, from Holland, are one set of mer- 
clmnts ; ^ the merchants Who export cottons and hard- 
ware to Holland, are merchants of another descrip- 
tion. The individuals, therefore, who have money 
to receive from Holland, have nothing to do with any 
payments in Holland ; they make a demand for their 
money, and expect it shall be pzdd. Thete are other 
individuals, however, who have money to pay in Hol- 
land, and who, to save themselves the expense of 
sending money, are desirous of obtaining from the 
individuals, who have money to receive from Holland, 
orders upon their debtors, that is, bills drawn upon 
them, for the sum. The English exporters, who have 
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mmiey to recdve from Hdland, therefore, draw IhUs 
upon their correspondents in Holland, and, without 
needing to wait for the return from Holland, recdve 
the money in England from the English importers. 

There are thus two sets of persons in England: 
one, who have money to receive frcmi HoH^nd ; an- 
other, who have money to send to Holland. They 
who have money to send, are desirous o£ meeting 
with the persons who have money to receive, and 
bills to draw ; the persons, again, who have bills to 
draw, and money to receive, are desirous of meeting 
with the persons who have money to pay, and who 
would give it them immediately, and save them fnmi 
the delay of waiting the return from Holland. But 
these two sets of men do not always know how to find 
one another. This gives rise to a set of middle men, 
who, under the name of bill-brokers, and exchange* 
brokers, perform the frmction of bringing them 
together, or rather act as the medium l^tween them. 

When it so happens that the amount for which 
Inlls are drawn is the same with that for which, biUs 
are wanted ; in other words, when those who have 
money to receive abroad, are equal to those who have 
money to pay, the amount of bills to be bought, and 
the amount to be sold, will be exactly the same : for 
each man, desirous to purchase a bill on Holland,., 
there will be another man equally desirous to seU 
one: there wiU be neither premium, therefore, oa 
-4 
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the one side, nor discount on the otiier ; the bills, 
or, in the language of the merchants, the exchange, 
will be at par. 

When it happens, however, that the debts and 
credits are not equal; that England, for example, 
has more money to pay than she has to receive ; in 
other words, has impwted to a greater amount than 
she has exported, there are more persons who want 
to purchase bills on Holland, than there are persons to 
sell them. Those who cannot obtain bills to discharge 
their debts in Holland must send the metals. 
That, however, is an operation attended with a 
^ considerable cost. There is, therefore, a competi- 
tion for bills; and the merchants give for them 
rather more than they axe worth. A bill, for ex- 
ample, drawn on Holland for 10,000 guilders, (the 
10,000 guilders being, by supposition, equal to 
1,000/.) will be willingly purchased for something 
more than 1,000/. In this case, the exchange is 
said to be in favour of Holland, and against England. 
It is against England, because in Holland, when 
bills are drawn upon England, there are more people 
who have bills to sell, than people who have any 
occasion to buy. There is a competition, therefore, 
among the people who wish to sell, and the price 
Ms. A bill on England for 1,000/., instead of 
selling for 10,000 guilders, will sell for something 
less. This, it is evident, is a discouragement to the 
Dutch merchant who exports goods' to England. 
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It ia also a disooun^^ement to the English merchant 
who unports goods from Holland, and who, in addi*' 
tion to the 10,000 guilders which his goods have 
cost, must pay something more than 1,000/., or 
10,000 guilders, for a hiU to pay them* On the 
other hand, tdiere is an encouragement to the EngHsh 
merchant who Exports goods to Holland, inasmuch 
as he receives for his hill of 1(^000 guilders on. 
Holland, rather more than 1,000/., which is the 
vaiue <^ his goods; he is, therefore, stimulated, hy 
this increase of p'ofit, to i9crease the quantity of 
Ms trade. ;4U^ 






It is very easy to see what is the limit to this 
variation in the price of hills, called, in the language 
of merchants, the exchange. The motive to the 
purchase of a hill is the obligation of paying a debt. 
The merchant, however, on whom it is incumbent 
to pay a debt in Holland, can pay it without a bill, 
by sending the me^al. To send the metal is. attend- 
ed wilii a certain cost. If he can obtain the bill 
without pajring beyond this cost, he will purchase 
the bill. This cost, therefore, is the utmost amount 
of the premium which he will pay for a bill, and the 
limit' to the rise of its price. As the cost of sendii^ 
the metal, which is a great value in a small bulk, is 
never considerable, the exchange can never vary from 
par to a considerable amount. 

It is well known in commerce, how a balance is 
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transferred from one country to another, by means 
of bilk of exchange. 

If a balance^ is due by England to Holland, and 
by Hambui^h to England, the holder of a bill at 
Amsterdam for 1,000/., upon England, will pro- 
babiy not send his bill to England, whare it will 
fetch him only 1,000/. ; but to Hamburgh, where 
it will fetch something more. A debt, which 
England owed to Hdland, is thus paid by a 
aredit which she had at Hambui^h. In England^ 
the mardiants, who have imported fmn Holland, 
pay for the goods which they have imported, by 
paying the merchants, who have exported to Ham* 
burgh, for the goods which they have exported. 

Such are the transactions between country and 
country, by means of bills of exchange ; and such 
is the language in which they are expressed. There 
are two states of things in which these operations 
take place : The First, when the currency of both 
countries remains the same as at the time when thcf 
par of exchange was (wiginally computed ; when 10 
guilders of Holland, for example, contained as miurh 
of the precious metal as 1/. sterling; and the par 
of exchange, of course, was said to be 10: The 
Second, when the relative v^lue of the two currencies 
does not remain the same ; as, for example^ when 
1/., instead of being equal to 10 gilders, becomes 
a^ual to 12, or to no more than 8. 
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If we suppose the quantity tjf thfe priidoiis 
metal in the pound sterling to be dimimshifl ' in 
such a degree that it contains no greater quantity 
ihm that which is contained/in 8 gidiiera, the 
par of eoDchange, in thife case, waudd resdly be 8 
instead of 10. The mcrchaiits, hovretrer, ftom tihte 
time at which the par of exchange appeal to hiri 
been originally computed, never altered ihdr hto* 
guage. If the par of exdiange between the guHder 
and the pound stedQng was 10, it continued to ht 
called 10, however the relative value of l^ei cm> 
lendies might bechanged; thou^ the pmmd stediog, 
toft exisimple, became equal to 8 guil4ei8 only, in- 
stead of 10« Notwithstanding this, the value of the 
bills was rq^ted accordii]g to the real value of tbift 
currencies ; a bill for so many pounds sterHng was 
lu>t equal to a biU for as many times 10 guildeirs, but 
for as many tim^s 8. As the par of exchange how<» 
evor, stiQ was called 10, thoij^h really 8, theex^i 
chai^ waa^d to be against Ikigknd; in th^ pior 
portion of 10 to 8, ot 20 per cent This QO 
per cent of ui&vouiable exdiaoge was altdgetha 
nominal ; for when there was this 20 per ewt. of 
discount <m the Engli^li bill, the es^change was f&Uij 
at par. The language th^efore, was improp^ a^ 
deceptions ; but i^ in such a case, it is borne in mind» 
that 20 per cent against England means €be sfswe as 
par, it will then be easy to see that evay iidog 
which we demonstrated, in die preceding pages, « 
true with respect to the psu*, will, in thi^ case, be trne 

S 



Digitized by VjOOQ IC 



SeC«E.. KV^f-rtt^HE UXCUA^a^. X417 

#^h r^ip^ia titiP liSO ptr eent. Dyery t^i^ wJIdeh 
piim. tlm 0^clmgti 9^re piir, ^ecordwg to tjbe 
]M^|IQr l^Oilgiai^e,,^!^^ a^ much less thaa2Q, 
jitiflHiftgi tol^y W^ ; fvery thiiigwliK^re^u^ 
fbr.Ad^Wi fm mMi^i^ to thiQ -pKopelr, makes it as 
Wufit moaeitlwttt S!fl^ wscdrding to the improper. AU 
4^# ;effi9rts lybl^h ft^llow j^m what is called tlie laae 
,^1^9!^ oc ^ btlow par, in the one case, follow from 
tht; litftQ tioigs, but cajjied by difl^ient names, in 
the o1her« On this, ther^ore, I have no occasion 

.rWhi»i the .currenciesoftwo countries are vfietaS^ 
ji ^iftifge in their redatiye value can only haj^n by 
A ql^flige in th^ji[elative quantity of the metal they 
cQUt^; thea^e being chedss, as we have ab!;^4y 
f0en, which prevent any considerable dififerem^ b&- 
.t^^^ Jhe value of a metallic currency and th^t ci 
t|i^ me^al which it contains. There is, however, 
anoth^ case, namely, that of a paper money^, nof^ 
.^MmvertHde into the metaUic. This requires to be 
js^sidiHC^ by; itf elf- 
Let us resume the former supposition, that the 
pq^nd i^t^rling qontains as mudb of 4:he precious 
}fUftsLlL as 10 guilders; and let us suppose t^t ft 
jk^per money, not payable in the metals. Is issued j^l 
JSag^njl in such quantity^ that a p^und in that 
.money is reduced 20 p^ cent bdow the value of the 
j^Ui contained in a pound sterling : it is eaiiy to see^ 

h2 
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ihat a bill for 100/. sterling, in this case, is of U^ 
same value, exactly, as a bill for 100/. st^riiiig:^ 
when the currency was d^raded by losuig 40 per 
cent of its metal. A bill for 100/., in both ca8i% 
is equal not to 100 times 10 guilders, but 100 times 
8 guilders. The reason is, tbtt tl^ WL will im 
England buy only as mudi of the metal as is 
contained in 100 times 8 guilders. It will exchange'^' 
therefore, of course, only for a WU of 800 ^dlders. 

The facts may be expressed in the form of a g^ieraS 
rule. A bill drawn upon any country is equal in value, 
when it arrives in that country, to all the precious 
metal which the money for which it is drawn can pur- 
chase in the market : a bill for 100/., for example, w^ 
equal to all the metal which it can purchase, whether 
it is the same quantity which would be purchased by 
100/. sterling, or less. To whatever amount ' ihe 
portion \rfiich it can purchase is less than what cduld 
be purchased by 100/. of the coins, to that amount 
the paper money is degraded below what would be the 
value of the coins, if they circulated in its stead. The 
exchange, therefore, against any country, can never 
exceed the amount of two sums ; the diflferrace between 
the valufe of the degraded and the undegraded 
currency, or the diflfereuce between the nominal amount 
of the currency and the quantity of the precious 
metal whidi it can piurchase, for the first it^n; 
and the expense of sending the metal, wheii j^ur- 
chased, as the second. It thus appears how perfectly 

6 



Digitized by VjOOQ IC 



SECT. XV-^THE EXCHANOi;. . 149 

nafimnded i8 the opinion of thoae (and some political 
eMDiomiits of grtat eminence are included in the 
nmaber) who ooncetve . that the real, not merely 
tile Bcatninal, e3tt?hange, may exceed the expmse of 
tpranniutting the {Hrecious metals. They say, that 
whan hy some particular cause a great abscHrption ci the 
precious metals has taken place, cret^ting a scarcity, 
in consequence of winch goods must be sent from 
the country where it is scarce to brin^ it back from 
the countries where it abounds, bills drawn upon 
that country may be at a discount, to the amount, not 
sing^ of the cost of sending the precious metal, 
but of the cost of sending the goods to purchase 
the precious metal, that of bringing home the 
precious metal, and that of sending the metal in 
payment of the bill, united. Two things are to be 
remarked upon this argument. In the first place, 
it overlooks this circumstance, that a certain number 
of pounds in the paper money can always purchase 
the precious metal at the market price. To what* 
ever degree the quantity which it purchases is 
less than the quantity which would have been 009* 
tained in the same number of pounds, in ' full 
undegraded coins, to that d^ee the currency is 
degraded. The exchange is thence affctcted npmiffolly^ 
according to the use of an ill-contrived language; 
but, really, not in the smallest degree. The 
quantity of the precious metal which the bill will 
purchase is its value as compared with a bill 
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expressed in guilders contaiimig a certain qnfUfdty 
of the metal, The whole of the aAMtlonal caei ik 1^' 
expense of sending the metal. Hie eicpense, there- 
fbre, of sending the metal, is the nie^dsure ift the real 
fexchange, AH the rest is nopinld^ lAd affi^ 
nothing hut the language, 

An ohjection, howevar, is urged against this <»m-f 
dusion. Some parsons affirm that the amount of an 
unfavourahle exchange may extend fer beyond the 
cost of sending bullion and the depreciation of the 
purrency, the two circumstances by whic|i we iave 
said that jt piust always be limited. 

The argument in favour of tips aMfmatibh is^^ 
£hat in a case of great foreign payments, either on 
account pf government, or unusual importations, as of 
jcom in a time of scarcity, there may be a great 
difficulty in procuring metal to pay the balance. It 
may be necessary to bring it from a foreign country, 
and of course, to send goods in order to pay for it. 
In that case, the importer of the bullion has' Ip incur 
the whole expense of sending abipad the goods, in 
addition to the expense of transporting the metal. 
For a WH of exchange, therefore, he will give ^ 
premium^ equaj not only to the cost of remitting 
ihe gold, but to the additional and mtich greater 
cost of sending the goods which are to purchase th^ 
gold. 



9 * 
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Tjhe inktake wliidi k inTOlTed ip'this argmnmt 
may be easfly shown. 

If thete u a paper mcmey not convertible into 
ffietiHic; aeid if mndi gdd has been taken out of 
the country; it follows, there being a d^nand finr 
it» that gold will rise m price. 

When it rises in pric^ the meaning is, that it 
costs a comparatively large amount of paper. Paper, 
however, w^I still buy it ; and <2ie difference between 
what Ae paper ^K^ buy, and the quantity which 
isrodld be contaiiied in an equal amount of metallio 
itKmey, is the depredation of the paper. 

It may be said, it is the gold whidi has ns^ 
not the paper which has fallen. 

That is another question. It is still trn^ Uiajt 
tile paper is of kss value than the coins would have 
<been. It is depredated, therefiHre, as relates to the 
muB. • That is what is herp meant by d^reciatioi^ 

How, then stand the facts? An English imports 
HOWes a -certain sum of money, that is, a certain 
9^ight of i^ld, to Holland. He can se^gtd gold, or he 
^can send a bilL If he sends gold, he must buy it 
with his paper; and incur the cost of sendifi^* He 
-will,, however, buy a bill, if he can get it for le^ 
pap^ than the cost of the gdd and the expense of 
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sending united ; and not otherwise. But the gold 
costs him as much paper as the papei" would be wortk 
if it were not depreciated, and as much more a« the 
depreciation amounts to. The cost of the Wll, there- 
fore, never can exceed the quantity of paper wUdi 
includes the two, together with the cost of sending 
the gold ; in other words, the premium upon it nevef 
can exceed the amount of the dqireciation, and the 
cost of remitting the bullion together. 

That bullion, when wanted on any particular 
emergency and imported by the ^xpinrtation of some 
British comnDodity, must have its cost enhanoed by 
the cost of sending the goods which paid finr ]t» 
is a notion which, after what has been established, 
hardly requires refutation. 

The cause why things are more dear in one plaoe» 
less dear in another, has already been explmned. 
When carried from one place, to another, they are 
dearer by the expense of carriage in the place t0 
which they are brought, than in that from whidi 
they come. The goods which go to the country d 
the mines are dearer by the cost of carriage than 
in the countries fr(mi which they are sent : and the 
bullion which goes to these countries is deairer by 
the cost of carrying the bullion ; just as we saw, that 
the goods whiA went from London to Wales were 
dearer in Wales than in London; but the goods 
which came from Wales to London were dearer in 
London than in Wales. 
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' The mode in which the ahfttnrptio^ of ImUion would 
produce importatioii of bullion is abundantly dear. 
Bullion Rowing scarce, in any oountryt the value 
of it becomes high ; or, in other words, the value of 
goods as compared with bullion beeosftes low. The 
bulHon price of goods becoming low in £nglanfi^ 
they faU su£Biciently below their bullion price in other 
oountries, to render it j^fitable to send them to the 
foreign market : the cost dT carriage is not diarged 
upon the bullion, but upon the goods. It would be 
the same thing to say that in the country which pro- 
vides the buUion, the price of sending the bullion must 
^ added to the prime cost and carriage of the com, 
or oth^ commodity received* 

You say, that bullion when obtained £rom abroad 
is loaded with all the carriage cost of the goods which 
are sent to pay for it Oeneraliae tlus proposition. 
Is it true, that, wh^^ver any country imports any 
ewmiodity, the cost of carriage falls i^n it, both 
^ the goods which it sends, and the goods which it 
ireceives? This is impossible; because, in every case 
fi£ traffic between two nations, both import. Both 
cannot bear the whole of the expense. 

. If England in a season of scarcity sends to Polimd 
for com, the com in England will not be loaded with 
the expense both of carrying home the com and 
carrying out the doth, while Poland will bear no 
jpart' of the cost of carriage but will have her doth 
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tree of the eost of carriage^ ^efeCn^ as ehe^li as in 
Bsgland. The facts, it is evident, will be these: 
The cam will be dearer in England than in Poland, 
by liie cost of bringing it from Pdand ; And the 
ebtik win be dearer in Poland than in £nghmd» by 
the cost of carrying the cloth* 

If we suppose that the money of Poland, call it a 
fix^oUar, is sudb, that it is equal to one-£>urtfa of a 
pcftmd sterling, it will be easy to trace all the possible 
cases of the exchange. If the quantity of corn bought 
kk Poland for England eost one million of rix dollars ; 
and if the cloth which in likfe manner is bought in 
England for Poland costs iBOfiQOL ; bills drawn upon 
Pdand, for the said 250,000/., will exactly pay for the 
one million of dollars, and the exchange will be at 
par, being in no degree affected by the cost oi car^ 
rbge either of the com or the doth. If the value df tho 
doth imported by Poland were less tiian 950,(i90L 
England would no doubt have a balance to pay, and 
UUs on Poland would beiu* a prenmun. They could not; 
however, bear a premium beyond the chaige of sending 
bullion; because at this acMitional cost the Englid^ im* 
porter would discharge his debt without the medium <^ 
a bilL It thus appears that, in constituting an un- 
fevourable exchange, the cost of oarrying the bullion 
from the country which owes the balance, is the only 
drciimstance to which any eflf^t is to be allowed^ 

' This balance may have accrued at a time when 
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tliere has been a great draiii of gold from England ; 
when it is not easy to be procured ; in other words, 
when England has a great demand for gold from 
abroad, and is dbBged to send sn nnnsual quantity 
of her goods to procure it. This will have no effect 
upon the excH^ge. Whatev^ may be ^ ^cpense 
in goods which England must incur in ordar to 
J>r6etrfe the btiBion she demands, so tong as her eur- 
rbneiy is not depreciated, so Idng as her pound' steri^ 
Wig is equal to 4 lix dollar^ so long will «he paytc 
b^atice 6f 4 rix ddUarsr bydiie' pound sterling; 
j^dding the cost of sending Ihat pound. 

^ Ity indeed, her pound becomes depreciate and is 
no longer equal to 4 rfx ddBars ; that is to «ay, wffl 
not buy as much bullion as 4 rix dollars, the ex« 
i^Siange may be un&voui^ble to tihbe amount of both 
jHie depreciation and the cost of sending iJie bfnHiM.' 
ttt this, however, all that ii^ pibduced by dejpreeiatieii 
ii^Wminal merely; That alone which is piDdftcedby 
fEIre cost of lending is real. 'And thig, it is evident, is 
^11 that ever can be included in an unfavourable 
exchange. The cost of sending the goods fitmi ^ 
^country which owes the balance, to pay for the 
^old which must be sent to the ^ther country to dis- 
charge the balance, has no connexion with the btt 
transactions between the country whidi pays -the 
mance and that which receives it. 
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SECTION XFI. 

BOUNTIES AND ^BOHIBITIONS. 

Undeh this title I include all encouragementf^ 
and discouragements^ of whatsoever sort^ the olgect 
of which is, to make mo(De or less of production or 
exdiange to flow in certain channels, than would ga 
into them of its own accord. 

The argument, on this suhject, I trust, will be 
dear ^M^d conclusive, without a multiplicity of words. 

. If it shofdd appear, that production and exchange 
fldl into the most profitable channels, when theyai» 
1^ free to themselves ; it will necessarily follow that 
as often as they are diverted from those channels^ by 
external interpontions of any sort, so often the 
industry of the country is made to employ itself leia 
advantageously. 

. Thtt production and exchange do, when 1^ to 
th^nselves, £aU into the , most profitable channel is 
dear by a very short denumstration. 

The cases of production and of exchange require 
to be considered separately ; for, in the case of pro. 
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ductkm, tfa^pe is hardly my difiereBce of oqpimon. If 
» oMntiry Imd no commerdal intarcourse widi otiber 
woAisieB, attd eui^ycfd ike ^vliole of ib productive 
powers atcluwrdiy for themipi^ of its own eonump- 
tioii) nothing eoukl be more obviously abiurd, thini 
to give premiums Ibr the prodaction cf otie set of 
Gomanodities, snd oj^xm^ obstmcCums of imy sort to 
the producticm of another ; I mean in the view of Poe- 
tical Economy, or, on account of production : for if any 
eountryc^iposesobstnictim^ to certain commodities, as 
spintnoos liquors, because the use of diem is hurtful; 
diia vq^ards lnon£ty, and has for its end to regulate^ 
act pcoductioii, but consumption. Wherever it is 
not intended to liaaiit ccmsnmption, it seems admitted^ 
evmi in practice, that the denumd will always Ngu* 
late the supply, in the manner in which the benefit 
.of the community is bert consulted. The most 
stupid govanments have not thouf^t of giving a 
premium fen* the making of shoes, or imposing a 
pireventive tax upon the production of srtioddngs, 
m order to enridi tile cputitry by midd% a gieater 
quantity of shoes, and a lesff quantity of stoekii^ 
With a view to the internal supply, it iseems to be 
understood that just as many i^oes, and just as many 
atodkings, AmM be miade, as there is a demand for : 
H a diffisrent pdliey w^re puiraed ; if a jjMPemimak 
ware bestowed upon t&e produetion <tf dioes, a tat 
or otl^r burtiMH impoised npcm the poduction «f 
stockings^ the effect would oftly be, tiiat shoes would 
be aflbsded to the people cheaper^ and itodtings 
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dearer, tkim tbey othenrk^ wai^ liei tbiMr ti^ 
peifile vywU be batter 9iinP^fwl iiRlhj .^jjioi^, jR$f« 
supj^ied-with atodtkigs, tk^ibbp mtoiIU Wiiil«mi» 
tf things had bfi» left t<K IhtiiJia^imiiidOiaBi^ 1^ 
ki^ if tite peepl&kid lieen l^ fo qmmuII fimbr tMr 
oimoHiKemeiioe; m.jdjthcirwesdfl^ i£ tbe, gsefii^ 
qna&tky of benefit fnaa tiidr Ubfaq: liad faoea 
aOowed /tOibe obtaiifid. 

€< i. ' cv/ •... j/ , r'' J -i. T ^^ r„ // .'.• cijLian>\ .^^^"^: 
> ' AH t3iat regiilatihn of kidas^, thne^e, frhidi^ 
»th a vienr to inoeaeeihe quantity, of . one Mdi^^ 
Bdinimiidities^ lesieiia tiie qiiantityofanodiery^hcai 
acbpted as the wisdem df goveaniii^cats^ has bem 
diieoted.to the purpose of jregulatii^ theieiichangerf 
oawnodities witib fardgn countrks ; of. inoreaa]^ 
or djminiibinjg^ most oosmnMly diroaifcwhiagy thfe 
iqpiaiitit jr of .certain cosunodities wHdb would be 
f e^eired fixaxL tJQ^efiEL 

Naw it is certjua, as |iaa been fdreadgr dnindaatly 
foonred, ^th^t no com^niidity whick can. be oiade at 
borne will ever he in^rted J&oim a fcneign f»iiiit^^ 
unless it can .be ohtaiBed by iaopeistatidn ;idth, a 
smaller quantity c^labemr, ths^ is, coat,ti]an it O0i&lil 
jie {ffiodufied w^ at home« That it iafdonfal^ ito 
iHMre. eommodities .peednced witJi as small a costiif 
Ubour as possibly seflois i;a bejwtoi%raestain, Init 
admitted. This is theobjart of all tbe in^rmsmeivla 
ihabareaimedat inpniduitiou, l^ijiediviiianand 
distiiimtion of labour, by Defined methods af eultwe 
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i^Ued to/tbe laii4 % die iATention of mor^fbteitt 
sisdiskafid inadiiiKS. It Mml^ iiide^ to be timU* 
Mident ^^]xi|K)^^ tibst whatever tke quantity wMA 
a nrtioA pdnesses of ike Bi«na[ €ff 1^ iAt 

more ^fodiMttive &ey eM fom\Aj he ieniiatei, m 
inwdi the better ; fe 1^ is iiatfaeir mare 
itttyin^, thftt to hsLVt dll tbe objeetg vm ^iesue^ andte 
Imve tiitm^vkA Ikde feroiiMe^ is good fi»r iwnkimL • 

N6t mAy h it ^eolam, tluit in s ctate of freedom 
AO eonimodlty ^hieh can be made at borne will ever 
lie inserted, uiilefis it ean be imported wttk a lesi 
quantity or cost of hbovat than it eoidd be ^mdiibei 
with at home; but whatever is the country from 
which it can be' obtuAed ^dth the smallest cost 
of laboor, to that comitiy reoouise will be had ftr 
dbtmmug it, and whatever tise comonodity l^ the e3&. 
portation of whidi it caabe oidiamed Widi the smallest 
quantity of home labour, that is the commodity 
which will be exported in exchange. Tins vesnlts m 
obviously from the laws of trader as not to require 
estphmation. It is no more than saying, that the 
merclmnts, if left to themselTes, will always buy in 
Ihe cheapest market, and sdl in the dearest 

It seems, dia-e^ire, to be fully estaUiidied, that 
liie businesi3 of production and excbmge, if left to 
choose its own diannels; Is sure to choose those 
wbS^ soe most advant^eous to the community. 
It is sure to choose those channel^, in which the com- 
modities which the community desires t^ obtain, are 
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obtaiMd with the smaUcBt cost. To obtahi the 
eommoditiet which it desires, and to obtain them 
with the smallest cost, is the whole of the good 
which the business of production and exchange, 
oonsideKed sfanply as such, is cakukted to yield. In 
whateFcrX^egiee, therefore, the business of produc- 
tion and exdbwge is forced out of the diannds into 
which it woiJtf^ of its own accord, m that degree 
the advantages Sfc^g from production and exdiange 
are sacrificed; or, at aiJX^te, postponed to something 
dae. If there is any caa^taiii^^^y <>*^ 
postponed to sometibing else, that^l*^^^*^^ ^^ 
pditics, and npt of pddtical economy. 

There is no subject, upon which the policy ot^^ 
r^trictive and prohibitive system has been maintaii 
with greater obstinacy, ai^ with a greater quantity 
aoj^ustry, ih$n that of tibe tra^ in com. There can, \ 
however, be no doubt, that com never will be im- \ 
ported, unless wh^ it can be obtained from abroad \ 
with a Kmaller quantity of labour than it can be 
produced with at home.* All the good, therefore, 
which is oUained frcm the importation of any c(mi«> 
modity, capable of being produced at home, is obtained 
from the imp(H*tation of com. Why should that 
advanta^^— an advantage which, in the case ci com, 
owing to the diversities of soil and extent of popula- 
tion, is liable to be much greater than in tl^ case of 
any other commodity — be d^ed to the community ? 

* See pp. 85— 8S. 



\ 
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The MUMinil ^on wtixk the advocates for a rei 
^lociioii o£ idle com trade dsefly supfK)rt themaelVes^M 
Itie two ; neitiber is of any value* 

The first is. That unless the nation derive its com 
fimfit Its oim woil, it may, by the enmity (^its neigh- 
bours^ be deprived df its ioieiga sU]^y, and may - 
hMoe ba reduced to the greatest distress. This 
sil^uiaeBt implies an ignoianee both of hist(»ry, and 
of principle: Of history, because, in point of fiu^t, 
tlH)se countries whidi have depended the most upon 
In^eign ooimtries for their supply of com, havt 
ei^yed, beyond all otiiei countries, the advantage ofa- 
rteady and invariaUe market for grain : Of principle^ 
because it fdlows unavoidaUy, if what, in one 
oountry* is a £Eivourable, is in odier countries an un- 
^ourable season, that nothing but obtaining a great 
part of its supi^y fimn variou eountms can save a 
nation £pcna idl the extensive and distressing iluctua- 
tiana whidi the variety of seasons is calculated to 
produce. N^ is the pdicy involved in this argu- 
ment bcftter than Ae political eoonomy. It sa- 
criftBes a real good, to esiaape the chance of a dnmeri- 
cal evil: aa evil somudi die less to be apfMrdiended, 
that th^ country from whidi another derives its 
suji^ly of eo^tn is scarody less dependent upon that 
r othar country for a vent to its produce, than thie 

pi^robasing country is for its supply. It will not be 
^ pretended that a glut of onm in any country from 

M 
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t}» loss of a ^:eifc maiket^ witk tkat dedenskni of 
piak^ that ruin of the fanners, and that deppesisioii^ 
of rents, which are its nnavmdahle ijoraeqnaices, aw 
immaterial evils. 

The second reason upon which the adiocatea of 
the com monthly suppcHrt themselves is, Tha* if *hei 
merchants md man«fectmwB emjchf in.certaifn tmm^ 
the monopoly of the home supply, the fermei* an* 
landlords are sulgect to iiyustice, if a sdmilar monofioly 
is not hestowed upon ih&a. In the first ]^a(^ i& 
may be observed, th^t if this argument is^ good &ft 
the growers of Qom, it is good for ev^ o^i^r sp6ei» 
of producers whatsoever ; i£, because a t^ is knpoi^ 
upcm the importation of woollens, a tax ot^bt to be 
imposed upon the importation of corn, a tax oi^ht' 
also to be imposed upon the importation o^ everf 
thing which the country^ can produce; the countryt 
ou^, in shcxrt, ttf have no i»ei^ o^nmarc^, except 
in thofi^ articles ailgme which it has not the means c^ 
producing. This is a reduction to absurdity; jvhicb 
appeals copdujBiive. The ai^nment mm?eover supposesr 
that an ^tj^aordkary g^ is obtained by th^ manu^ 
facturar, in eonseqwsceaf hia supposed pfoteetion ;* 
and that a correspoHdent evil issiBstained by the coeoi 
grower^ unless he is favoured by a similar tax. The 
ignorance of prindple is peculiarly visiMe in ^6s6 
suppositions;, in neither of which is there a shad<*wi 
of truth. 
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Hie irtafe Whb ehibarMs his bapitai in the W)oHen, 
lif any bther maniifaclurei with the j^roftuce rfwhicll 
that of fhS foreign manufacturers is nol alloweil td 
come itlto competition, does not. On that aoeoimt, 
d^iiVe agreatei' profit from hiis capital. His profit 
is no greater than that of the man whose capital & 
emharked in trades open to the competition of all the 
World. All that h&ppens is, that a greater numlber 
df capitalists fiiid employment in that branch of 
fnahidiiiture ; that a portion, in short, of the capital^ 
ists of the country eniploy themselves in producing 
that particular species of manufacture, who would 
otherwise be employed in producing some other 
species, probably in producing something for the 
foreign market, with which that commodity, if im- 
ported from the foreign manufacturer, might fe 
bought. 

As the man who has embarked his capital in the 
trade which is called protected, derives no additional 
profit -from the protection ; so the grower of corn 
sust^ris not any the smallest loss or inconvenience* 
Nothing, tifierefore, can be conceived more groundless 
than his demand of a compensation on that account. 
The market for com is not diminished because a tax 
is laid upon the importation of woollens ; not would 
that market be enlarged if the tax were taken oflf. 
ilis business, therefore, is not in the least degree 
affected by it. 

M 2 
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It woiild be inconsistent with the plan of a work ' 
confined to the exposition of general principles, to lay 
open all the fallacies which lurk in the arguments for 
restraining the trade in com. One or two» however, 
of the sources of deception cannot be left altogether 
unnoticed. 

The landlord endeavours to represent his own case, 
and that of the manufacturer, as perfectly similar ; 
though, in the circumstances which concern this 
argument, they are not only different, but opposite. 
The landlord also endeavours to mix up his own case 
with that of the farmer; and upon the success of 
that endeavour almost all the plausibility of his 
pretensions depends. That no pretensions are more 
unfounded, may be seen by a very short process of 
reasoning. To the farmer, as a producer, belongs the 
same thing which belongs to every other producer — 
that all his outgoings be returned to him, with the 
due profit upon the capital which he employs. The 
surplus which the land yields, over and aboye this 
return and profit, is what he pays to his landl<»:d ; 
and his interest is not affected by the quantity of 
that surplus, whether it be great or small. His 
interest, however, is very much affected by wages ; 
because, in proportion as wages are low, his profits, like 
all other profits, are high. Wages cannot be low> if 
com is dear. The interest, therefore, the permanent 
interest, of the class of farmers, consists, in having com 
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cbeap. This or that individual in the class may, 
that is, during the currency of a lease, have an 
interest in high prices ; and the reas6n of the excep- 
tion shows the truth of the general nile. The indi* 
vidual, who, during the currency of a lease, has an 
interest in high prices, is, by his lease, converted, to 
a certain extent, into a receiver of rent During the 
continuance of his lease, if prices rise, he gets, not 
only his due return of profits as a farmer, but some 
thing more, namely a portion of the rent, which, but 
for his lease, would go to the landlord. 

This, then, is the grand distinction. The re- 
ceivers of rent are benefited by a high price of com ; 
the producers of com, as such, are not benefited by 
it, but the reverse. The case of the farmer corres- 
ponds with that of the manufacturer, not with that 
of the landlord. The farmer is a producer and 
capitalist ; the manufacturer is a producer and capi- 
talist ; and they have both received all that belongs to 
them, when their capital is replaced with its profits. 
The landlord is not a producer, nor a capitalist. He 
is the owner of certain productive powers in the soil ; 
and all which the soil produces belongs to him, after 
paying the capital which is necessary to put those 
productive powers in operation. It thus appears that 
the case of the landlord is peculiar ; that a high 
price of com is profitable to him, because, the higher 
the price, the smaller a portion of the produce will 
suffice to replace, with its profits, the capital of the 



Digitized by VjOOQ IC 



466 "CHAP, m-^prrpBCHANGE. 

fiumer ; and all Ae rest lielfmgis to himselfl Tq the 
fupam, Jiowever, m^ to all the res( of the cQmjnuT 
xdtj[9 it is an evil, both as it ten^s to diminish 
po^is^ apd as it enhapg^ th^ fjbarge tp consiume^^ 
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^EcrttoN xrii. 

COLONIES. 

Among the expedients which have been made use 
of^ to l0ree isilo psirUeukr channels a greater quan- 
tity of the meaels ^ prodnetion, than would faaive 
flowed into them of their own accord ; colonies are 4 
subject of sufficient importance to require a particular 
cwsid^ration. 

, The^y poin^ of colonial policy, which it is here 
Boce^fJOry to eonsideif, is that of trade with the 
colj^nies: And tibe question is, whetl^r aaiy peeuUar 
adf(Wfc9ge may be denved from it 

With lesfe^ to^oolojiies, as with respect to {omga 
countries, ^e peopofeition will, doubtless, be admitted 
as tnti^ that whatev^ advantage is derived from 
trading with them, condsts in what is received from 
them, not in what is sent^ because tliat^ if not f(4« 
lowed by n retiim« would be altogether loss* 

The retuiii bom them, is ei&er money or ecmmon 
diti^. The reader is, by this time, fully aware that 
a country derives no advantage from receiving money, 
more than £mn receiving any other species of com* 
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modity. Itisako j^ain, that wh^^ the odmiy luit 
not mines of the pieekms metal, it cannot, under die 
monopoly of the mothar country, have money, or any 
thing else, beside its own prodnetions'tosend. 

It is needless to concoder the case of free trade 
with a col<my, because that £dls under the case of 
trade with any foreign country. 

The moMpoly whioh a mother oomitry may ft* 
i&tve to hcKsd^ of the trade with her coknies, k of 
t^m sorts. 

First of all, she may trade with her eolonies by 
means of an exclusive company. In this case, the 
colony has no purchaser to whom she is allowed to 
sell any thing, but the exclusive company, and no 
other seller firom whom die is allowed to buy anj 
thing. The company, therefete, can make her bny^ 
as dear as it pleases, the goods which the mother 
cimntry sends to her, and sell, as cheap as it pleaseB, 
the goods which she sends to the modier country. 
In other w(»ds, the colony may, in these oiroim* 
atanees, be obliged to give for the produce of a cer» 
t«n quantity of the labour of the motha: coimtry, a 
much greates quantity <^ goods than tiie molhar 
country could obtain, with the same quantity, from 
any other country, or from the oolcn^ in a state oi 
freedom. 

The cases of a trade in these circumstances are 
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ifMi Ibe ftm^ where'tke colmiy rMebeH frotti tib« 
noilwr coimtty, luxuries, oomfittts: tile <»tiher, ^eM 
4i^ lecrifM neoMsaries; eiAer tiie neeeawries of 
fife, or the neceiMriet of indiutry, as inm, kc 

In tint case in whieh tlie cobny Teceives loxnries 
and eouifinrts only from tke mother eoontry, th^re is 
a limit to the d^^ree in wimb the mother country is 
endkkd to profit by the kbour of the oalony. The 
eaiony may cfedine reoeiTing such luxuries or eras* 
farts, if dfliiged to saerifiee far them too great s 
quantity of the produce of her labour, and may 
think it better to employ that great prqpcMrtion dTher 
hbottf, in ptondii^ such hunraes and comfarts as she 
hetsdf is capable of p s o d m an g, 
t" . . ' 

I^ however, the odony is dependant far neqessa* 
lies iqNm the mother country, Hie exclusive company 
eflnrdsoi wm the colony a pmver altogether des* 
patte^ It may compd h^ to give the ^diole psodnee 
s£ h&t laiboHr, far no more c£ the neesssaries ia qnes« 
^on, dian what is just sufficient to emdile die pofpo* 
latvmof the o^my to live. If it is die necessariM 
of lifa whidi the colony receives, the condusioii b 
dbvioiUL If it is conmioditks, sudi as iron, and in* 
stramimts of hron, with<mt which her labour camiok 
be j^rodufltivdiy employed, the result is precisely Ike 
same. She mqr be made to pay for these articles so 
much of the whde produce of her labour, that tto>» 
thing but what is necessary to keep the population 
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9iike mgf jmtm. It^woidd^be the iitMlreflt'o£ ti^i 
p<itMre9initpy,nQt fe^lewe^^epopuhtion;bectf»B^ 
^tb tbe pc^nti^, the prodiiee vfoM ie lessened; 
and hm^ ihd qmiMify of cmmm^tiits whirii .Aee 
mother country could receive. 

Infiteady hoirever^ of trading with Jber cdosics hy 
Means of an exohisiTe dmtjpany, the aiotber e(iiisir]r 
may leare the 'bade opsn to aO faa-oim mei^duMrts^ 
only poDoInbiking 1^ colniy from traHtLg-^ih* ^be 
meixbaiits of any otiier enuntry.' tiihiti case, tte 
•oa^pcitilion cf the merchantain the HiDther cdmitvy 
seduces tiie price of afi tfhe artichsr reeeivM by tibe 
colony, as bv as ibey can beaffindcot^-^ otiier woads^ 
as low as in the mot^KV oonatry itsei^ i£aw8see 
being made for the expense of carrying them. II • 
lie 8»d that tiie eoloniln b&oA a ittaiket ; I reply < 
tittd; the ^pitat whkh anppiies eonmiodities for il»l 
maricet, would still prepare eommoitieB, if «beeoh>. 
Bies weereaHnihtlated; Md those* oammcMities wimM 
otill find coDoimiors. The labour and oapital of • 
oomitry cannot pvq)are more than the eouffiCry wffi 
he^ wSKBg to oonsunle. Bvay indiviiaal has d 
dedM to leonsume, either prodmctiTely cnr te&pr^ 
dnctively, whatever he reecsres. Btery coinrity; 
t fc ei ci b i o , eoii tains within itself a nmii&et for all 
tlmt it can produce. This will be made stiffi more 
evidenrt when the subject of consumj^mr, t^e G9xm 
and measiu'e of markets, comes under consideratiM, 
Theie is, th^[tefore, no adv^itage whatsoerer deiived^ 
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^er im^ Pf wnw**^^ from tlv4 p^ of the 
fl^,!il4^.a. Qokmy whif^ (^umU i^ ^^miyi^ Hi 
^1^ gQp4^ 4pce no mi^ i» gained by it» thw sudi 
W^Jmyf p|«ftts. <>f sfeH^ ;^i would liave been ga^^ if 
qo su^ l?f$^ bad listed. 

If tb^r© be any pecptian^ advant^ft ther^foffe, H 
iji^lf;^ b? 4i^vM from the ^;hea|»ness of the good^ 
y^fifik ibfit ccj^i^y si^Ues to the mother coun^. It 
ig fividfsnt^ th*^ if th^ qu^nti^ of gwb, sjagar, ^r 
4e;^^j]^, whi(^ the colwy ^^^ds to the mofthi^ 
^0^9^, is.sos {pe^ ^ to gfait the mother ooimtry^ 
that is, to supply its demand beyond the mea^iujce oi^ 
other countries* and make the price of them in the 
Tffffl^* ccfun^ lower than it is in oth^r coufitHes^ 
^, mj^tl^ country profits by compiling th^ col^^g^ 
tQhmg i^ gPod$ exdusi^y toh^mad^, m^ 
s^ would hav^ to p^]r fpx ^em ^ high a»otJ^ 
cQjf^rt^ '^ tibe. people of th(5 ooliW wfro at Wmtf; 
^ ^ ^fS^eiver ^y coidd pl^taio t^egre^sl^ pdsa 

T}^ ady^t^ge, if dn^wn l^y the matbi^r co«ati%, 
would be drawn at the expense of the co}i^y» h^ 
free trade both parties gain. In the advantage pro* 
dii^.by fordng^ whatever ig gained by t^ one 
paf;ty i^ lp4 by the other. Th^ mother comM;^, Jm 
i^mpd^ng the colony tQ sell goods d^p^ to l^i^ 
i^ £^ mights^ them to other coniQt;ri(|s^ n^evdy 
in^p<^ iipon he?; a tribute; not4irect« inde^, Ihj^. 
Wt^ the Im rc9) because it is d%uis€jdc 
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If any advantage is derived from restraining, any . 
Otherwise than by an exclusive company, the trade with 
the colonies, it must consist in forcing the colonies to 
sell to none but the mother country, not in forcing 
them to buy from none'but the mother country; A 
great improvement, therefore, in colonial policy 
would be, to throw open the supply of the colonies, 
permitting them to purdbase the goods which they 
want, wherever they could find the most favourable 
market, only restraining them in the sale of their 
goods ; allowing them to buy wherever they pleased, 
permitting them to sell to none but the mother 
coimtry. 

It is at the same time to be obs^red, that if the 
merchants rf the mother country have freedom to 
export the goods which are derived from the colonies, 
the price of these goods will be raised in their own 
country to the level of the price in other countries. 
The competition of the merchants will, also, raise the 
price of the goods to a correspondent height in the 
colonies; and thus the benefit to the mother 
country is lost 

Treaties of commerce are sometimes conduded; 
the object of which is to limit the freedom of trade. 
One country can be limited to another in but two 
ways; either in its purchases or its sales. Suppose 
that Great Britain binds some other country to 
piurchase certain commodities exclusively from her ; 
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Great Britidn am derive no advantage from rac^ a 
treaty. The competition of her merd^ants will make 
them sell those commodities as cheap to the merchants 
of that comitry, as to their own co^trymen. Their 
stock is not more profitably employed than it would 
be if no such trade existed. There are cases in 
which a country may gain by binding another 
country to sell to none but itself. If one country 
is bound to sell no commodities whatsoever, except tQ 
another particular country; this is the same case, 
exactly, with that of a colony boimd to sell to none 
but the mother country. As no free country, how- 
ever, is likely to bind itself to sell none of its 
commodities except to one other, this is not a case 
which we need to regard as practicable or reaL 

One country may bind itself to sell exclusively to 
another particular country, not all the articles it has 
for foreign sale, but only some of them. 

There may be articles which yield nothing, even 
in a state of freedom, but the ordinary profits of 
stock; as cloth, hardware, hats, &c. : or they may 
be articles which yield something over and above 
the ordinary profits of stock ; as com, wine, i^inerals, 
&c. which are the source of rent. 

One country can derive no advantage from com- 
pelling another to sell to it, exclusively, artides of the 
first sort. If the price which the favoured country pays 

6 
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^ the goodA is not sUffid^nt to affi>id tW ordili^ 
pfofits of 6tock, they will not be ^rodiieed. If ittJb 
|irice which it ^ys is sidld^tit t6 iHbtd the erdttiary 
j^rofits of ^tock, it wotdd, tt timf price, obtain th6 
goods, wit*r<hit any treaty of tiesrCrictioii. 

The case is diiB^ent, where this goods yield some- 
thing, as rent, or the profits of a monopoly, over and 
abore the profits of stock. In that case, it is de-^- 
silrable for him who receives the n^nt to encour^e the 
8^6 to the favoured country, to long as he receives 
aHy acUitional rent on aceount of that 9ale. Hie 
qtiantity sent in this numner to thfe favoured country, 
tends to sink there the price of the iiestricted com- 
modity loweir than it is in the neighbouring countries ; 
and lower than the restricted country would, if not un- 
der restriction, be enabled to sell it in those countries. 
To this extent, and to this only, can one country 
benefit, by restrictii]^ the trade o( another to itself. 

There is one mode of presenting this subject, which 
is apt to pi»£de a mind not practised in the intri- 
cacies of this sd^ice. 

8Qpp06e two cocmM^, A and B, of which A is 
bound by treaty, or othelwise, to receive all its shoes 
from B, and to sell to B all its sugars : Suppose, 
also, that A could, if left at liberty, obtain its^ shoes 
50 per cent, cheaper from some other countay ; in 
that case, it may for a moment appear, that B ob- 
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todns the sugars which it buys of A, with 50 per 
cent less of its own labour, than it would if A were 
allowed to purchase sh<ies where it pleased* 

If ^ paid for the supposed sugars in shoes, it 
would, no doubt, pay 50 per cent, more in the case 
of a free trade. 

But if there were any other article with which it 
could purchase those sugars, and which it could 
afford as dieap as any other country, it would lose 
nothing in the case of a free trade ; it would pur- 
chase the same quantity of sugar with the produce 
of the same quantity of labour as before ; only, that 
produce would be, not shoes, but some other article. 

That there would be articles which B could afford 
as cheap as any other country, is certain, because 
otherwise it could have no foreign trade. 

It may be said, however, that though B might 
have articles which it could sell as cheap as other 
countries, they might not be in demand in the 
country which produced the sugars. But if shoes only 
were in demand in the colpnies, those other articles 
could purchase shoes where they were cheapest; and 
thus obtain the same quantity of sugar, in the free, 
' as in the restricted state of the trade. 
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CHAPTER IV. 



CONSUMMATION, 



Of the four sets of operations. Production, Distri-* 
bution. Exchange, and Consumption, which C(msti- 
tute the subject of Political Economy, the first three 
are means. No man produces for the sake of produc- 
ing, and not^iing farther. Distribution, in the same 
m^ner, is not performed for the sake of distribution. 

ings are distributed, as also exchanged, to some 



That end is Consumption. Things are produced, 
that they may be consumed; and distribution and 
exchange are only the intermediate operations for 
bringing the things which hare been produced into 
the hands of those who are to consume them. 
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SECTION I. 

OP PRODUCTIVE AND UNPRODUCTIVE 
CONSUMPTION. 

Of Consumptioii, there are two species ; the dis« 
tinctiye properties of which it is of great importance 
to comprdiend. 

These are, 1st, Productive Consumption ; 2d, Un« 
productive Consumption. 

1. That production may take jAace, a certain 
expenditure is required. It is n^oessai^ 1^ the 
kboorer diould be maintained; that he should he 
provided with f^e proper instruments of his labour^ 
and witii the material of the c(nnmodity which it is 
Ins buAuess to produce. ^ 

What is thus expended for the sake of something 
to be; produced, is said to be consumed productively. 

In productive consumption, three dosses of things 
are induded. The first is, the necessaries of the 
labourer, under which term areinduded all that his 
wages enaUe him to consume, whether these confine 
him to what is required for the preservation of exist* 



^^ 
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enoe^ or nSkxi him samething ht eiijoyment The 
second class of things oonsumed tor production is 
nuusfainery; including took of all sorts, the buildings 
aeeessary for the productive operations, and even th6 
eattle. The third is, the material of which the com- 
modity to be produced must be formed, or frem vfidcb 
it mi»t be derired. Sui^ is the seed from which the 
oorn must be produced, the flax or wool of which the 
linen or wooUeu cloth must be formed, the drugs with 
whidi it must be dyed, or the coals which must be 
consumed in any of the necessary operations. 

Of these three d»Bses of things, it is only the 
aecond, the consumption of whidi is not completed 
in the course of the productive operations. The 
machinery and buildings, employed in production, 
may kst for several years ; the necess^ies, however, 
of the labourer, and the materials, either primary or 
secondary, of the commodity to be produced, are 
all cemj^etely consumed. Even of the duraUe 
maehineryy the wear and tear amount to a putial 
consumption. 

S. Thus it is that men consume for the sake of 
production. They also, however, c(msume without 
producing, and without any view to productiod. The 
wages wfaidi a man affi^ds to a jdoughman, are given 
fi>r the sake of production; the wi^which he gives 
to lus footman and his groom, are not given for the 
sake of production. The flax ^ich the manufac- 

N 2 
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turer ptirchases, and converts into linen, he consoomes 
productively ; the wine which he purchases, and uses 
at his tahle, is a commodity which he consiunes 
improductively. These instances are sufficient to illus- 
trate what is meant, wh^a we q>eak of unproductive 
consumption. All consumption, which does not talce 
place to the end that something, which may be an 
equivalent for it, may be produced by means of it, is 
unproductive consumption. ^ 

From this exphnation it follows, that produdive 
consumption is itself a means ; it is a means to pro- 
duction. Unproductive consumption, on the other 
hand, is not a means. This species of consumpti(m 
is the einl. This, or the enjoyment which is invdved 
in it, is the good which constituted the motive to all 
the operations by whidi it was preceded. 

From this explanation it also follows, that, by 
productive consumption, nothing is lost ; no diminu- 
tion is mtade of the property, either of the individual 
or of the community ; for if one thing is destroyed^ 
another is by that means produced. The case is 
totally different with unproductive consumption. 
Whatever is unproductively consumed, is lost. What- 
ever is consumed in this manner, is a diminuticm of the 
property, both of the individual and of the commu- 
nity; because, in consequence of this consumption, 
nothing whatever is produced. The commodity 
perishes in the using, and all that is derived is the 
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good, the pleafiure, the satisfaction, which the using 

of it yields. (^■ ./-^ ^'^ -- ^ U i\\.xA < . ''^m> .'. 

J ^ ^ 

That which is poductively consumed is always 
coital This is a property of productive oousump- 
tion which deserves to he particularly remarked. The 
truth of the, propositiop is manifest. A man com- 
mences the manufacture of clot^, with a oertain 
C2^ital. Part of this capital he allots for the payment 
oC wages; another part he lays out in madiinery; 
and with what remains he purchases the raw material 
of his doth, and the other articles, the use of which 
is required in preparing it for tlie market. It thus 
appe^s that the whole of every capital undei^oes the 
productive consiunption. It is equally obvious that 
whatever is consumed productively becomes capital ; 
fcr if the manufacturer of cloth, who^e capital we 
have seen to be productively consumed, should save 
a portion of his profits, and employ it in the different 
kinds of productive consumption required in hia 
business, it would perform exactly the functiona 
performed by his capital, and would, in truth, be an 
addition to that capital 

The whde of what the productive powais of the 
country have brought into existence in the cotirse* <^ 
a year, is called the gross annual produce. Of tiiis 
the greater part is required to rq)lace the capital 
which has been consumed ; to restore to the caj^italist 
what he has laid out in the wages of his labourers 
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and the porchftse of his materials, aad to renm*^ 
nerate him for the wear and tear of his madiixiery. 
What remains of the gross produce, after retracing 
the capital which has been consumed, is called the 
net produce ; and is always distributed eitimr as 
profits of stock, or as rent. 

This liet produce is the fimd from whidi all 
addition to the national capital is commonly made. 
If the net produce is all consumed unproductiTdy, 
the national capital remains unaltered. It is ttd[ther 
diminished nor increased. If more than the net 
produce is consumed unprodudively, it is taken from 
the i^apital; and so far the capital of the nation 
is reduced. If less than the net produce is unpro- 
ductively • consumed, the surplus is devoted to pro- 
ductive consumption; and the national capital is 
. increased. 

Though a very accurate conception may thus be 
formed of the two species of consumption, and the two 
species of labour, productive and unproductive, it Is 
not easy to draw the line precisely between th^n. 
Almost all our classifications are liable to this incon- 
venience. Between things which differ the most 
vridely, there is almost always an order of things 
which approach them by insensible gradations. 
We divide animals into two classes, the rational and 
irrational ; and no two ideas can be more clearly dis- 
tinguished. Yet beings may be found, of whidb it 
would be difficult to say to which of the two classes 
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tliey,beIoiig«4« In like maimer, there are consumorst 
and labourers^ who may seem, with some propriety, to ^ 
be capable of being ranked either in the productive 
tt tile unproductive dass. Notwithstanding this diffi- 
adty, it is absolutely necessary, for the purposes of 
human discourse, that dassification should be per- 
formed, and the line drawn somewhere. l%is may 
be dooye;, with suffident accuracy both fi>r science and 
fcNT practice. It is diiefly necessary that the more 
unpofCaat pM)patie8 c£ the olgects elassified slmild 
bedif^ne^iy maikedin thed^biitionc^thedasa. It 
ie not difteult, after iMs, to make allowanoe in pfm> 
tiee for dioee things wliidi lie, as it were, up<m the « 
cmfines of two classes; and partake in acme d^;rJM^ 
ofihepn^pertiesf^both. ^^ 
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SECTION 11. 



THAT WHICH IS ANNUALLY PEODUCED 15 
ANNUALLY CONSUMED. 

From what we have now ascertained of the nature 
of production and consumption, it yrSi easily he seen, 
that the whole of what is annually produced, k 
annually consumed ; or that what is produced in one 
year, is consumed in the next. 

Every thing which is produced belongs to some- 
body, and is destined by the owners to some use. 
There are, however, but two sorts of use ; that for 
immediate enjoyment, and that for ultimate pn^. 
To use for ultimate profit, is to consume productively. 
To use for immediate enjoyment, is to consume 
unproductively. 

We h^ve just observed, that what is used for ulti* 
mate profit, is laid out, as expeditiously as possible, m 
wi^ of labour, machinery, and raw material. As it 
would be attended with a loss, to lay in a greater 
stock, than that which is required for immediate use, 
of articles destined for unproductive consumption, all 
articles of this sort, except a few, of which the quality 
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is improved by their i^e, are always expeditiously 
consuined or put in a course of consumption. 

A year is assumed in political economy as the 
period which includes a revolving circle of production 
and consumption. No period does so exactly. Some 
articles are produced and consumed in a period much 
less than a year. In otheis the circle is greater. than 
a year. It is necessary, for the ends of discourse, 
that some paiod should be assumed as including this 
drde. The pmod of a year is the most convenient. 
It correqxmds with one great class of productions, 
those derived from the cultivation of the ground. 
And it is easy, when we have obtained forms of 
expression which correspond accurately to this assump- 
tion, to modify them in jNractice to the case of those 
commodities, the drcle of whose production and con- 
sumption is either greater or less than the standard 
to which our general proportions ar^ conformed. 
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SECTION III 

THAT CONSUMPTION IS CO-EXTEKSIVE WITH 
PBOBUCTIOK. 

.* 

It* reqnires only a few expkafttions to show, tiaat 
ibis k a direct copoUary &om die ftoptrntiaa etta* 
Ukiied in die preceding sed^on. 

A man produces, only because he wishes to have. If 
the commodity which he produces is the comivodity 
which he wishes to have, he st<^ when he hss pro? 
dttsed as much as he wishes to have; and his suj^y 
iaesMtfyg^roportiQiied to his demand. The saya^ 
who makes his own bow and arrows, do?s not make 
bows and arrows Jbeycmd what he widbes to possMs. 

When a man produces a greater quantity of any 
commodity than he desires for himself, it can only 
be on one account ; namely, that he desires some 
other commodity, which he can obtain in exchange 
for the surplus of what he himself has produced. It 
seems hardly necessary ta offer any thing in support 
of so necessary a proposition. It would be inconsis* ' 
tent with the known laws of human nature to suppose, 
that a maxk would take the trouble to produce any 
thing, without desiring to have any thing. If a man 
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dewes one thing, and iHK)4uoeg another, it can only 
be because the tiling vrbidi he desires can be obtained 
by inea^ of the thing which he jHoduces, and better 
obtained than if he had radeaTotired to prodoee it 
himself. 

After labour has heen divided and distributed to any 
considerable ext^it, and each producer confines himself 
to some one ccmmioifity (or pairt of a commodiiy, a 
ffltaH portion (mly (^ what he produces is used fiir Iw 
own consumption. The remain^br he deirtsnes for Am 
purpose of si^lyii^ him with all the other oomnnv 
dities which he desires; and when each man confiset 
himself to one commodity, and exdianges what he 
produces for what is produced by othar people, it k 
found that eadi obtains more of tilie several things 
which he derires, than he wou&l have obtained had 
hd endeavoured to produce them aH for faimsdi 

So &r as a man consumes that whidb he produces, 
there is, properly speaking, neither supply nor de- 
mand. Danand and supply, it is evident, ate terms 
which have reference to exchange ; to a buyer and a 
seller. But in the case rf the man who product for 
himself, there is no exchange. He neither ofirs to 
buy any thing, nor to- sell any thing. He has the 
property ; he has produced it; and does not mean 
to part with it. If we apply, by a sort of metaphor, 
tfte terms demand and supply to this case, it in 
implied, in the very terms of the supposition, that the 
6 
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demand and supply are exactly proportioned to one 
another. As £ur then as r^ards the demand and 
supply of the market, we may leave that portion of 
the annual produce, which ieach of the owners om- 
sumes in the shape in which he produces or recdives 
it, altogether o^t of the question. 

In speaking here of demand and supply, it is evi- 
dent that we speak of aggregates. When we say of 
any particular nation, at any particular time, that its 
supply is equal to its demand, we do not mean in any 
one commodity, or any two commodities. We mean, 
that the amount of its demand in all commodities 
taken together, is equal to the amount of its supply 
in all commodities taken together. It may very well 
happen, notwithstanding this equality in the general 
sum tif demands and supplies, that some one commo* 
dity or commodities may have heen produced in a 
quantity either above or below the demand for those 
particular commodities. 

Two things are necessary to constitute a demand. 
These are — ^A Wish for the commodity, and An Equi- 
valent to give for it. A demand means, the will to 
purchase, and the means of purchasing. If either is 
wanting, the purchase does not take place. An 
equivalent is the necessary foundation of all demand. 
It is in vain that a man wishes for commodities, if he 
has nothing to give for them. The equivalent which 
a man brings is the instrument of demand. The 
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extent of his demand is measured by the extent of 
his equivalent. The d^ooiand imd the equivalent are 
eo&vertible terms, and the one may be substituted 
for the other. The equivalent may be called the 
demand, and the demand the equivalent. 

We have already seen, that every man, who pro- 
duces, has a wish for other commodities, than thos^ 
which he has produced, to the extent of all that he 
has produced beyond what he wishes to keep for his 
own consumption. And it is evident, that whatever 
a man has produced and does not wish to keep for 
his own consumption, is a stock which he may give 
in exchange for other commodities. His will, there- 
fin-e, to purchase, and his means of purchasing*— in 
other words, his demand, is exactly equal to the 
amount of what he has produced and does not mean 
to c(msume. . 

But it is evident, that each man contributes to the 
general supply the wHole of what he has produced 
^nd does not mean to consume. In whatever i^ape 
any part of the annual produce has come into the 
hands of any man, if he proposes to consume no part 
(^ it himself, he wishes to dispose of the whole ; and 
the whole, therefore, becomes matter of supply : if he 
consumes a part, he wishes to dispose of all the rest, 
and all the rest becomes matter of supply. 

As every man's demand, therefore, is equal to that 
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fmrt of tiie ammal ptoduoe, or of tlie pnparty gfittt^ 
nllf^ ^vUch he has to dispose oi^ aofl etch Hud's 
ropidy is exactly die same thing, the siqpply and 
demand of every individual are of necessity equaL 

Demand and sa^ly are tarms related in a pecoliar 
maimer. A commodity which is snj^ed, is always, at 
Ae same time, a commodity which is the instrumaoitaf 
^mand. A commodity whic^ is the instrument of 
demand, is always, at tiie same time, a eomnuMlHy 
added to the stock of supply. Evary commodity is 
always at one and the same time matter of demand 
and matter of supply. Of two men who parfinm an 
^Ldiange, the one does not come with only a su{^ly, 
the other with only a demand ; eadt of them comes 
with hoth a demand and a wjj^ly. The supply whidi 
he brings is the instrument of his demand ; and his 
demand and supply are of course exadly equal to one 
another. 

But if the demand and supply of every individual 
are always equal to one another, the demand and 
supply of all the individuals in the nation, taken 
aggregatdy, must be equal Whatever, therefore, be 
the amount of the annual produce, it never can uceed 
ike amount o£ the annual demand. The whole of 
the annual produce is divided into a number c^duuEes 
equal to that oi the people to whom it is distrSmted. 
The whole of the demand is equal to as mudi of the 
whole of the shares as the owners do not keep £»: 
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cmsvmgilimu Bi^ the'whote «f the sbaiFfs 
n equal to die whole <^ the ptidnoe. The demons 
rtration^ th^efore, is complete^ 

How ooniplete soever the demonstratioii may 
appear to be, that IhedemaEiidctfjiiiatkii mtiat always 
be eipial to its supply, and that it never em be 
Without a nail^ suffideoily enkrged fbrihewhde 
df its pmluoe, this propositioii is sdlcbm weU imcyr* 
•teod) aasl is sometibtnes expressly eontcadioted. 

. The dijrjeotion is raised upon the fimndatira, Ihat 
wnunodities are often found to be too abundant ftr 
dsmand* 

The matter of fart is not disputed. It will eainly, 
howe^ner, be seen, that it aflfectisi not the cortainty of 
tbe propentioii which it is brought to oppugn. 

Though it be undeniable, that the deinand which 
tftry man brings is equal to the supply wfakh he 
brin|^ he may not find in the maricet the sort of 
piTO i haser which he wants. No man nmy have eofwe 
desiang tiiat sort of conuAodity of whidx he has to 
dupose. It is not the less necessarily true, tihat he canm 
with a demand equal to his supply ; for he wanted 
something m return for the goods whtdt be b«ou|^t. 
U malcea no difference to say, liiat perhaps he cmly 
wanted money ; for m<mey is itself goods ; and, 
bendes^ no man wants money but in order to lay it 
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out, either in articles of productive^ or articles of 
unproductive consumption. 

Every man having a demand and a supply, both 
equal ; if any omunodity be in greater quantity than 
the demand, some other commodity must be in less. 

If every man has a demand and supply both equal, 
the demand and supply in the aggregate are always 
equal. Suppose, that of these two equal quantities, 
demand and supply, the one is divided into a certain 
number of parts, and the , other into as many parts, 
all equal; and that these parts correspond exactly 
with one another ; that as many parts of the demand 
as are for com, just so many parts of the supply are 
of com ; as many of the one as are for cloth, so many 
of the other are of cloth, and so on : it is evid^it, 
in this case, that* there will be no glut of any thing, 
whether the amount of the annual produce is great 
or small. Let us next suppose, that this exact 
adaptation to one another of the parts of demand and 
supply is disturbed ; let us suppose, the demand for 
all things remaining the same, that the supply of ' 
cloth is- considerably increased : there will of course 
be a glut of doth, because there has been no increase 
of demand. But to the very same amount there 
must of necessity be a deficiency of other things ; 
for the additional quantity of cloth, which lias be^i 
made, could be made by one means only, by with- 
drawing capital from the production of other common 
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dities, find thereby lesgening the quantity pioduced. 
]^t if the quantity of any commodity is diminudiedi 
a demand equal to the greater quantity remainii^, 
the quantity of that commodity is defective. It 
is, therefore, impossible, that there should ever be 
in any coimtry a. commodity or commodities in 
quantity greater than the demai^, without tho:^ 
being, to an equal amount, some other com- 
modity or commodities in quantity less than the 
demand. 

The effects, which are produced in ptactice, by the 
want of adaptation in the parts of demand and 
supply, are femiliar. The commodity which happens 
to be in superaUmdance declines in prjoe; the 
commodity which is defective in quantity rises. This 
is the fluctuation of the market, which every body 
m^ciently understands. The lowness of the price 
in tll^ article which is superabundant soon removes, 
by tiil^ diminution of profits, a porticm of c^^tal 
from tl^t line of production : The highness of price, 
in the ^icle wh^eh is scarce, invites a quantity of 
capital to that branch of production ; till profits are 
equalized, that is, till the demand and supply are 
adapted to one anotha*. 

The str<Migest case which could be jmt, in &vour of 
the supposition that produce may increase fe-ster than 
consumption, would undoubtedly be that in whioh^j 
every man consuming nothing but necessaries, all 

o 
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the rest of the anniial produce should be saved. This 
is, indeed, an impossible case, because it is inc(m* 
sistent with the laws of human nature. The con- 
sequences of it, however, are capable of being traced ; 
and they serve to throw light upon the argument by 
which the constant equality has been demonstrated, 
of produce and demand. 

In such a case, what ^me to every man's share of 
the annual produce, bating his own consumption 
of necessaries, would be devoted to production. All 
production would of course be directed to raw produce 
and a^ few of the coarser manufactures ; because these 
are the articles for which alone- there would be any 
demai^d. As every man's share of the annual pro- 
duce, bating his own consumption, would be laid 
out for the sake of production, it would be laid out 
in the articles subservient to the production of raw 
produce and the coarser manufactures. But these 
articles are precisdy raw produce and, a few of 
the coarser manufactures themselves. Every man's 
demand, therefore, would consist wholly in these 
articles ; but the whole of the supply would consist 
also in the same articles. And it has been proved, 
that the aggregate demand and aggregate supply 
are equal of necessity ; for the whole of the annual 
produce, bating the portion consumed by the share- 
holda-s, is brought as the instrument of demand ; 
and the whole of the annual^ produce, with the same 
abatement, is brought as supply. 
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• 

It appears, therefore, by accumulated proof, that 
production can never be too rapid for demand. Pro- 
duction is the cause, and the sole cause, of demand. 
It never Punishes supply, without furnishing demand, 
both at the same time^ and both to an equal extent. 



o 2 
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SECTION IF. 

IN WHAT MANNER GOVERNMENT CONSUMES. 

All consumption is either by individuals, or by the 
government. Having treated of the consumption of 
individuals, it only remains that we treat of that 
which has government for its cause. 

Although the consumption by government, as far 
as really necessary, is of the highest importance, it is 
not, unless very indirectly, subservient to production. 
That which is consumed by government, instead of 
being consumed as capital, and replaced by a produce, 
is consumed, and produces nothing. This consump- 
tion is, indeed, the cause of that protection, under 
which all production has taken place ; but if other 
things were not consumed in a way, different from that 
in which things are consumed by government, there 
would be no produce. These are reasons for placing 
the expenditure of government under the head of 
unproductive consumption. 

The revenue of government must be derived from 
rent, from profits of stock, or from wages of labour. 

It i^, indeed, possible for government to consume 
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part of the capital of the country. This, however, 
it can only do for one year, or for a few years. Each 
year in which it consumes any portion of the capital, 
it so far reduces the annual produce; and, if it 
continues, it must desolate the country. This, there- 
fore, cannot be regarded as a permanent source of 
revenue. 

If the revenue of government must always be 
derived from one or more of three sources, — ^rent, 
profits, wages, the only questions which require to 
be answered, are, in what manner, and in what 
proportion, should it be taken from each ? 

, The ^ect method is that which most obviously 
suggests itself. I shall, therefore, first, consider 
what seems to be most important in the direct mode 
of deriving a revenue to government from rent, profits, 
and wages ; and, secondly, I shall consider the more 
remarkable of the expedients which have been 
employed for deriving it from them indirectly. 
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SECTION F. 



TAXES ON EENT. 



It is sufficiently obvious, that the share of the 
rent of land, which may be taken to defray the 
expenses of the government, does not affect the 
industry c£ the country. The cultivation of the land 
d^nds upon the capitalist ; who devotes himself to 
that occupation, when it affords, him the ordinary 
profits of stock. To him it is a matter of perfisct 
indi£ference whetha: he pays the surplus, in the shape 
of rent, to an individual proprietor, or, in that of 
revenue, to a government collector. 

In Europe, at one period, the greater part of at 
least the ordinary expenses of the sovereign were 
defrayed by land whidh he held as a proprietor ; while 
the expense of his military operations was chiefly 
defrayed by his barons, to whom a property in certain 
portions of the land had been Ranted on that 
express condition. In those times, the whole expense 
of the government, with some trifling exception, was, 
therefore, defrayed from the rent of land. 

In the principal monarchies of Asia, almost the 
whole expenses of the state have in all ages 
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been defrayed from the rent of land; but in a manner 
somewhat different The land was held by the 
immediate cultivators, generally in small portions, 
with a perpetual and transferable title ; but under 
an obligation of paying, annually, the government 
demand ; which might be increased at the pleasure 
of the sovereign ;* and seldom amounted to less than 
a frill rent 

If a body of people were to migrate into a new 
counlary, and land had not yet become private pro- 
perty, there would be this reason for considering the 
rent of land as a source peculiarly adapted to sup{dy 
the ex^ncies of the government; that industry 
would not by that means sustain the smallest 
depression ; and that the expense of the government 
would be defrayed without imposing any burden r 
upon any individual. The owners of capital would 
enjoy its profits ; the class of labourers would enjoy 
their virages ; without any deduction whatsoever ; and 
every man would employ his capital, in the way 
wMdi was really most advantageous, without re- 
ceiving any inducement, by the mischievous opera- 
tion of a tax, to remove it from a channel in which 
it was more, to one in which it would be less 
prododive to the nation. There is, therefore, a 
peculiar advantage in reserving the rent of land as a 
fund for supplying the exigencies of the state. 

There would be this inconvenience, indeed, evai 
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in a state of things in which land had not been made 
private property; that the rent of the laad in a 
country of a certain extent, and peopled up to acar- 
tain d^ree, would exceed the amount of what govern* 
ment would need to ^pend. The surplus ought 
undoubtedly to be distributed among the peojde^ in. 
tile way likely to omtribute the most to tiieir hap^ 
piness ; and there is no way, perhaps, in which thin 
end can be so well accomplished, as by rendering the 
land private pr^^rty. As there is^ no^ difficulty,' 
however, in rendering the land private property, with 
the rent liable for a part of the public burdens ; so 
there seems no difficulty in rendaing it private fro^ 
perty, with the rent answerable for the whole of the 
public burdens. It'would <mly in th^s case require 
a greater quantity of land to be a pr6pai;y of equal 
value. Practice would teach its value as accurately, 
under these, as under present circumstances; aiid 
the business of society would, it is evid^it, proceed 
^thout alta*ation in evary otiier respect. 

Where land has, however, been converted into 
private pix>perty, without making rent in a peculiar 
manner answerable for the public expenses ; where 
it has been bought and sold upon such terms, and the 
expectations of individuaJs have been adjusted to 
that order of things, rent of land could not be taken 
to supply exclusively the wants of the government, 
without injustice. It woidd be partial and imequal 
taxation; laying the burden of the stttte upon one 
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set of mdividuals, and exempting the rest. It is a 
measuxe, therefore, never to be thought of by any 
government which would regulate its pi^oceedings by 
the principles of justice- 

That rOTit whidb is bought and sold, however; 
that rent upon which iiie expectations of individual!; 
are founded, and which, therefore, ought to be ex« 
empt ftom any peculiar tax, is the present rent ; oi 
at least the present, with some very nioderate pros^ -^ 
pect of improvement. Beyond this, no man's speca^ 
lations, either in making a puidiase, <r* in making 
^ovision for a ^mily, are entitled to extend/ Sup^ 
pose, now, that in tdiese drcamstances, it were iA 
the power of ike legislature, by an act of its own, afl 
othear things remaining the same, to double the net 
prodiK^ of the land: there would be no r^son, in 
pduit of justice, why the legislatiure should not^ and 
great reason, in point <rf expediency, why it should, 
avail itself of this, its own power, in behalf of the 
state ; should devote as much as might be requisite 
of this new fund to defray the expenses of the 
government, and exempt the subjects from any 
burden on that account. No injury would be done 
to the original lai»iowner. His rent, such as he 
had enjoyed it, and to a great degree such even ^ 
as he had expected to enjoy it, would remain the « 
sasie. A gt^t advantage would at the same time 
acerae to every individual in the community, by 
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exempdon fixnn those oontributions for the expense of 
the gov^mment to whidi he would otherwise have 
had to submit. 

It is true i;hat the I^islature does possess that 
power, which I have now i^ken of only as a fiction. 
By all those measures which increase the amount of 
population and the demand for food, the l^islature 
does as certainly increase the net produce of the land, 
as if it had the power of doing so by a miraculous 
act. That it does so by a gradual progress in the real, 
would do so by an immediate operation in the 
imaginary case, makes no differ^ice with regard to 
the result The original rent, which belonged to the 
owner, upon which he regulated his purchase if he 
did purchase, and on which alone, if he had a 
family to provide for, his arrangements in their 
&vour were to be framed, is easily distinguishable 
from any addition capable of being made to the net 
produce of the land, whether it be made by a slow 
or a sudden process. If an addition made by the 
sudden process might, without injustice to the 
owner, be appropriated to the purposes of the state, 
no reason can be assigned why an addition by the 
slow process might not be so appropriated. 

It is certain, that as population increases, and as 
capital is applied with less and less productive power 
to the land, a greater and a greater share of the whole 
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of the net produce of the country accraes as rent, while 
the profits of stock proportionally decrease. This con- 
tinual increase, arising from the drcumstances of the 
community, and from nothing in which the land- 
holders themselves have any peculiar share, does seem 
a fund no less peculiarly fitted for appropriation to 
the purposes of the state, than the whole of the rent 
in a country where land had never been appropriated. 
While the original rent of the landholder, that upon 
which alone all his arrangements, with respect both 
to himself and his £»mily, must be framed, is secured 
from any peculiar burdeil ; he can have no reason to 
complain, should a new source of income, which cost 
him nothiifg, be appr(^riated to the service of the 
state ; and if so, it evidently makes no difierence to 
the merits of the case, whether this new source is 
iound upon the land, or found any where else. 
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SECTION FI. 



A TAX ON PROFITS. 



A DIRECT tax on profits of stock o£l^ no question 
of any difficulty. It would fall entirely upion th^ 
owners of capital^ and could not be shifted upon 
any other portion of the community. 

As all capitalists would be affected equally, there 
would be no motive to the man engaged in any one 
species "of production, to rCTfiove his capital to any 
other. If he paid a certain portion of his profits, 
derived from the business in which he was already 
engaged, he would pay an equal portion derived from 
any other business to which he would resort. There 
would not, therefore, in consequence of such a tax, be 
any shifting of capital from one species of employ- 
ment to another. The same quantity of every 
species of goods would be produced, if there was the 
same demand for them. , That there would, on the 
whole, be the same aggregate of demand^ is also 
immediately apparent. The same capital is supposed 
to be employed in the business of production ; and 
if part of what accrued to the capitalist was taken 
from him, lessening to that extent his means of 
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purchasing, it would be transf^red to the govern* 
ment, whose power of purchasing would be thence to 
the same degree increased. 

There would, therefore, be the same demand,^ 
and the same supply : there would also be the same 
quantity of money; and therefore the money value ^ 
of every thing would remain the same as before. 
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SECTION FIL 



A TAX ON WAGES. 



The effect of a direct tax upon wages is a question 
of greater complexity. 

If wages should rise, the tax would not fall upon 
the lahourer. If wages did not rise, or not to the 
amount of the tax, it would fall, either wholly or in 
part, upon the lahourer. 

If we suppose, that wages would not rise in con- 
sequence of a tax, every capitalist would have the 
means of employing the same numher of men as 
before. The wages beipg the same, and the fimds 
of the capitalist the same, the amount of employ- 
ment would be the same. 

If, in these circumstances, we suppose that a new 
fund were suddenly obtained for the employment of 
labour, and without any increase in the number 
of labourers, it is obvious that wages would rise. 
There would be a new class of competitors for work- 
men; the whole mass of competitors would bid 
against one another ; and would raise the price of 
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labour, which the demand had thus increased more 
rapidly than the supply. 

It is evident, however, that, in the circumstances 
supposed, a new fimd for the employment of labour 
would be created. The whole amount of what 
might be derived from the tax upon labour would 
go into the hands of government. The taxes which 
pass into the hands of government give employment 
to labour, in the same way as the revenue of any 
individual, or class of individuals. They are 
expended, either as wages of labour, or in the pur- 
diase of commodities which have been the produce 
of labour. 

But, if the fimds of the capitalist, for the employ- 
ment of labour, should remain the same, and a new 
fund for the employment of labour should be placed 
at the disposal of government, it follows of necesdty 
that wages would rise. 

It is th^i to be inquired, to what extent they 
would rise. The answer is not difficult. Whenever 
a new fimd is devoted to the employment of labour, 
without an increase in the number of labourers, 
wages must rise to the extent of the fimd. The 
whole of the old fimds are, upon this supposition, 
still devoted to the employihent of labour, and the 
new fimd is superadded. The number of labourers 
is the same; they get among them aU the old fiinds. 
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and the wm in additifn. Their mig^, l^ereforei 
taken as a whole, are increased exactly to the extent 
of the fund which has been added to the fonner 
fiinds. But in the case o£ a tax raised upon the 
wiages of labour, the new fund is of the same amount 
exactly as the taoc. Wages of labour, therefore, axe 
nased in consequence of a tax to an amount the same 
as that of the tax.. Such a tax, theirefore, dods ncA 
&11 upon the labourer. 

If this tax does not fall upon the labonrer^ the 
next question is, upon whom it does &11. We have 
j^ready seen, that a rise in the wages of labour is 
^ways attended with a fall in the profits, of stock 
that since the labourer and the capitalist divide be- 
tween than the produce of their labour md capital, 
i^tactly as the shaare of the one is inQreasod, that of 
the other is diminished. A tax upon wages, therefore, 
&lls upon the capitalist, and is the same as a tax^^ to 
an equal amount, upon the profits of stock. 

There is 0106 set of cases, however, in which the 
result would be diffident. If the t^x which is levied 
upon wages, instead of being expended by the govom* 
ment at home, were paid regularly in the iray of 
tribute, or otherwise, to a Im&ga country, wages 
would not rise; because, in that cas^ the Amd, 
placed at . the disposal of government, would not be 
destined to the employment of the labour of the 
cotuntry. 
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Th^e are leertaiii dxrexd; taxas vrhidb are d^ined 
to fidl equaHy upon aH ^oiircei of iiieoine; duch id 
ttsesM^ tax^ poll taxes, sad income taxea Aftte 
what hta been saidl, it is not difficub to sqe :i^>qb 
niaunn^ in each instance, tiie burden of them fttts# 
Ik at &r as they are paid by the laaa in4ofle mieoimt 
k dniyed fiwa rent^ or liie man wiios^ income it 
deriyed from profite ei stodc^ the binrdcn of them 
is bona^ by these dasses. The one cannot ta^ theii) 
rents in cobaeqoenee, nor the other the ptioe of thficfar 
emnmodides. No additionid danaixd arises Jrom the 
t&3L If any pairt ^such tax, however, is paid hf 
tibe liii^nrar, the result is diSB^orent. If his wages do 
Bot m^ the demand for h^s labmr will be increaaad* 
l^he funds of tiie owners o£ stock will all be de«» 
voted to the employpient of labour as formerly ; and 
i«hat l^e laborers have paid as a tax, wiH be a new 
fund in the hands of government. 

The effect of these taxes upon prices may be easily 
aseertained. A tax upon rait would povoduoe no 
altie^tion in tl^ price of any tiling. Rent is the 
eSect of iMfice ; and 1^ eflfect cannot operate upon 
the cause. That a tax upon profits wqidd not alt^ 
prke, has already been shown. Of the tax upon ^mtgos^ 
there are two cases ; that in which it raises wag^, 
and that in which it does not rsdse them. In the 
case in which it does not raise them, it will hardly 
be supposed that any rise of prices should ensue. 

p 
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. The capital of the country is not supposed to 
imdergo any alteration^ nor, of course, the quantity 
of produce. With respect to the demand, a poetion 
of the power of purchasing, which bdbnged to the 
labourers, is taken from them; but the whole of what 
is taken fiom them is transferred to the government. 
In this case, indeed, it is supposed, that goremmsirt 
sends abroad the amount of the tax. If we suppose 
however, that it sends abroad the tax in goodti, it is 
then evident, that no diminution of prices would 
ensue. But if it sends it abroad in bullion, the case, in 
the long run, is the same ; for as the vacuity whidi 
is llius made in the bullion market, is to be supplied, 
goods must go abroad to purchase it. The exporta- 
tion of the bullion, if it diminishes the quantity of 
money, will produce a temporary depression of price. 
But this would produce the same effect on any other 
occasion. 

. I^ the case in which wages do rise, it may also 
be seen, that the capital and produce of the country 
remain the same, the amount of demand and supply 
the same, and the value of -money the same. The 
aggregate of prices, therefore, one thing being com- 
pensated by another, is the same. That change, 
indeed, which takes place in the relative value of 
certain kinds of commodities, as often as wages rise 
aid profits fa}1t is necessarily produced on this (XfCs^ 
sion. Those commodities, the produce of which is 
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dne&y owmg to fixed cs^tal and whexe litde ^y« 
inent of ^n^iges is requir^,, fall in price, as compared 
i¥itli those in the produce of which immediate labour 
is the pindpal instrument, and whare little or no^ 
thing of fixed capital is required. The compensation, 
however, is complete; £ar as mnck as the one of 
these tipo sds of commodities &Xk in price, the other 
rises; and the price of both, taken aggiegatel|r, or 
the medium of the two, remains the same as be£9ie. 
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SECTION Fill 

TAXBS OK COMM CmiTISS ; ElffHEm 80HE PABTt- 
' CUIiAB GOHMODlTIBft ; OR ALL COMW&BrtTE» 
BQUAIiLT. 

Taxes on commodities may either aSect some 
particular kinds^ (h: all commodities equally. 

When a tax is laid on any particular commodity^ 
not on others, the commodity rises in price, <»r ex- 
changeable value ; and the dealer or producer is re- 
imbursed for what he has advanced on account of 
the tax. K he were not re-imbursed, he would not 
remain upon a level willi others, and would discontinue 
his trade. As the tax is, in this case, added to the 
price of the goods, it fSdls wholly upon the consumers. 

When a tax, in proportion to their value, is laid 
upon all cojnmodities, there is this difference, that 
no one conmiodity rises in exchangeable value, as 
compared with another. If one yard of broad doth 
was equal in value to four yards of linen, and if a 
duty of ten per cent, on the value were laid upon 
each, a yard of cloth would still be equal to four 
yards of linen. 
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An ad ^ahrem 430tf upen all coannodities would 
have the effect of raising pioes. 

The Bdembeni of the eonuiimnity would wme to 
market, eadi with the same quantity of money as 
hdS^e. One4c9itb of it, however, as it eame into the 
Ittoids of the producers; would be transSmrod totibe 
goyemment But it would again be immediately 
laid out in purdiases, either by the govemmrat itsdf, 
or by those to whom the government m^t dicipose 
of it. " This portion, therefore, would come into the 
hands of the producers oftener by once, after the tax 
was imposed, than before. Before the tax was im- 
posed, it came once into the hands of the producers, 
from those of the purchasers, of goods, and there it 
remained. After the tax was imposed, it would come 
into the hands of the producers in the same manner : 
but it would not remain ; it would go from than to 
the government, and from the government onne back 
into the hands of the producers a- second time. 

The producers, in this manner, would receive for 
their goods, not only the whole ten-tenths of the 
money of the country, as before ; but they would 
receive one-tenth twice, where they received it only 
once J)efore. This is the same thing exactly as if 
they had received eleven-tenths, or as if the money 
of the country had been increased one-tenth. The 
purchasing power of the money, therefore, is dimi- 
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nished cme^tenfli ; in other ^atds, the price of com* 
modities has risen one-^tenth. 

Upon whmn the tax would, m that case, fall, is 
abundantly obvious. The purchasers would cmne 
with the same quantity of money as before. The pur- 
chasing power of that money, however, would be 
reduced one-tenth, and they would be able to com*, 
maud one-tenth less of commodities than bdbre« 
The ta^ would^ of course, fall upon purchasers* 
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SECTION IX. 

A TAX UPON THE PttOJDUCE OF THE LAND. , 

A TAX upon the produce of laud — a tax upon corn, 
for example, would raise the price of com, as of any 
other commodity. It would fall, by consequence, 
neither upon the farmer, nor upon the landlord, but 
upon the consumer. The fanner is situated as any 
other capitalist, or producer; and we have seen 
sufficiently in what manner the tax upon commodi- 
ties is transferred from him that produces to him 
that consumes. 

The landlbrd is equally exempted. We have 
ahready seen that there is a portion of the capital 
employed upon the land, the return to which is 
sufficient to yield the ordinary profits of stock, and 
no more. The price of produce must be sufficient to 
yield this profit, otherwise thje capital would be with- 
drawn. If a tax is imposed upon produce, and levied 
upon the cultivator, it follows that the price of 
produce must rise sufficiently to refrmd the tax. If 
the tax is 10 per cent, or any other rate, upou the 
selling price, com must rise in value one-tenth, or 
any other proportion. 
3 



Digitized by VjOOQ IC 






f 10 XHAF. IT^-HDOMBUMPTION. 

In that case it is easy to see, that no part of the 
tax falls upon the landlord. It is the same as if one- 
tenth of the produce were paid in kind. In that 
case, it is evident, that one-tenth less of the pro- 
duce would come to the landlord ; but, as it would 
rise one-tenth in valine, his compensation would be 
complete. His rent, though not the same m point 
of produce, would be the same in point of value. 

If, instead of a money-iax, varying according to 
price, it were a fixed money-tax upon the busbel, or 
the quarter, the money-rent of the landlord would 
fitill be the same. Suppose the land or capital, whidh, 
as explsdned above, yields no rent, to produce in all 
two quarters, that which does yiddrent to produce 
liix quarters; torn quarters, in that caito, are 
the share of the landlord. Suppose the tax per 
quarter to be 1/. ; com must rise 1/. per quarter. 
The farmer, befiire tiie impositiosi of the tax, paid 
Ihe landloard the price of four quarters ; after it, be 
pays him the price of four quarters, deducting 1/. 
^ quarter finr what he had paid as tax. But com 
has risen 1/. per quarter. He, therefore, pays him 
the saute lium as be&re. 



4 
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SECTION X. 

TITHES AND POOE BATES. 

Tithes are a tax upon the produce of the land ; 
a tenth of the produce, perfectly or imperfectly 
collected. 

The operation, therefore, of this tax, has been 
already ascertained. It raises the price of produce, 
and &lls wholly upon the consumer. 

If the poor rate were levied in proportion to 
profits, upon farmers, manufacturers, and merchants, 
it would be a tax upon profits. If it were levied in 
proportion to the rent of land, it would be a tax upon 
tlie r^it of land. If it were levied upon the rent of 
houses, it would fall upon the inmates, and be a 
tax upon income. From the mode in which it is 
levied, it is drawn in part from all these sources. If 
it falls disproportionally upon the profits of any one 
class of capitalists, that class receives compensation. If 
the farmers, as is usually supposed, pay a higher rate 
for the maintenance of the poor than other producers, 
this, as far as the excess extends, is the same thing 
as a separate and additional tax upon them. But if 
a separate tax is laid upon the fanners, we have 

6 
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already seen that it operates immediately to raise the 
price of com sufficiently high to afford them com- 
pensation for the tax* 

A tax upon the instnmients of production is tte 
same thing as a tax upon produce. A tax, for 
example, upon agricultural horses, increases the ex- 
pense, of production to the farmer, just as a tax upon 
the raw material would increase the cost of production 
to the manufacturer. Both taxes must operate to 
mise the price of the produce ; and by consequence 
fall upon the consumer. 

Of all such taxes as raise the price of com, one 
effect is remarkable. As a certain quantity of com 
is necessary to the subsistence of the labourer, his 
wages must be competent to the purchase of that 
quantity. They must, therefore, rise as the price of 
that quantity rises. But we have already seen, 
that, in proportion as wages rise, profits fall. A 
tax upon com, therefore, operates upon all men as 
consumers. Upon caj)italists it operates in two 
ways ; it is, first, a tax upon them as consumers ; 
and, secondly, it has the same effect upon them as a 
tax upon their profits. 



Digitized by VjOOQ IC 



SECT. XI— LAND TAX, SI19 



SECTION XL 

A TAX PER ACRE ON THE LAND. 

We have already considered in what manner a tax 
laid upon the land/ and proportional to the rent, 
would operate ; and in what manner a tax laid up<m 
the land, and proportional to die produce, would 
operate. The first would be a tax upon the landlord; 
the second would be a tax upon the consumer, and 
would not affect the landlord. A tax may also be 
laid upon the land at so much per acre. 

The operation of this tax would be different, if it 
were levied upon cultivated land only, and if it were 
levied on both cultivated and uncultivated. 

If it were levied on both cultivated and unculti- 
vated, it would not raise the price of produce, and 
would fall wholly lipon the landlord ; if it were levied 
on cultivated land only, it would raise the price of 
produce, fall wholly on the consumers, and increase 
the rent of landlords. 

We have seen that there is a portion of capital 
employed upon the land, the return to which is 
sufficient to afibrd the ordinary profits of stock, hut 
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no more. If any addition is made to the cost of 
producing, a rise of price must afford compensation. 
If no addition is made to such cost, price will not be 
affected. 

If a tax is laid at somudi per acre on Isaid, both 
cultivated and imcultivated, no addition will be 
made to thttod of producing. There are two cases 
in which portions cjf capital are CTaployed on the 
land without yielding more than the ordinary profits 
of stock ; of course yielding nothing for rent : the 
one is, where, after two or more doses of capital 
hare been bestowed ujton land, each yielding less 
than the former, a third or a fourth comes to be 
employed ; the otJier is, where, after land of the 
second or third degree of fertility has been exhausted, 
cnltfvation is fisrced upon land of a still inferior 
qiiality. 

In the first of these cases, it is evident, im- 
mediately, that a tax on the acre do^s not affect the 
cost of production upon any subsequent dose ei 
capital. When the first dose only is i^lied, the 
tax is paid; aind it is, therefore, the interest of the 
faamer to apply a second, as soon as the price of pro- 
duce has risen sufficiently high to afford him a fuU 
profit, and nothing more. No allowance remains to be 
made for the tax which was already paid. 

The same eondusicm holds, when capital is a]l- 
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^dd to new land of iB&rii»r q^aKty. In tkis caK, 
akOf if tlie tax was previously paid, like owner of 
^ land has an inteirest in cultivating it, die 
Humient wh^ produce rises sufficiently higk to 
afford tbe profits of the tHofk which the eultivatioti 
may require. 

-The case, however, is different, when the tax is 
levied only on cultivated land. When capital passes 
downwards from the nunre fertile land which has been 
cultivated befdlre, to the less fertile, whidi has not 
been cultivated, a tax then begins immediately to be 
paid. The produce to be raised must yield, not only 
the ordinary profits of stock, but the taxr also; such 
land will not be cultivated till the price of produce has 
risen sufficiently high to yield that accumulated re- 
turn. The tax, therefore, is included in the price. 

The consequence,' with regard to the landlord, is 
beneficial Suppose that land of the third d^ee 
of fertility is the last to which cultivation has de- 
scended ; that such land yields at the rate of two 
quarters per acre, land of the next degree above it 
at the rate of four quarters, and land of the first 
degree of fertility six quarters ; in this case, it is 
evident, that two quarters upon each acre affords 
both the tax, and the remuneration to the &rmer. 
The landlord, therefore, may derive two quarters 
, from the acre of second quality, four quarters 
from the acre of first He draws this quantity of 
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produce equally in both cases, as well when rach a tax 
is levied, as when it is not kvied. But in the case 
of the tax, the jnioe is raised, and each of his quarters 
of earn is of greatar value. Such a tax would, there- 
fore, raise upon the consumers, not only so mudh per 
acre to the govemm^at, but a great deal more f(»: 
the benefit of the landlords. 
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SECTION XIL 

TAXES UPON THE TRANSFEK OF PROPERTY. 

Taxes upon the transfer of property are of several 
khids; as stamp duties upon purchase and sale^ 
legacy dutiesi, duties upon the writings required in 
the conveying of property, and others of the same 
nature. 

In the ease of all property which is the pro- 
duce of labour and capital, the tax upon purchase 
and sale falls upon the purchaser, because the cost of 
production, including the profits of stock, must be 
afforded along with the tax. 

Tax^ upon the transfer of land, which is a source 
of production, and not the effect of labour and capital, 
fall upon the seller ; because the purchaser considers 
what benefit he could derive from his capital employed 
in another way; and if the land will not afford him 
an equivalent, he will refiise to exchange it for the 
land. 

L^acy duties, and duties upon free gifts, fall, it 
is evident, upon the receivers. 
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SECTION XIIL 

LAW TAXES. 

Taxes upon ^"oceedings at law are levied chiefly 
in the form of stamps on the different writings 
employed in the business of judicature ; and in that 
of fees^ on the severd steps and incidents of the 
judicial procedure. 

It is erident enough that they fall upon the 
suitors. It is equally evident that they are a tax 
upon the demand for justice. 

Justice is demanded in two cases : dther that in 
which it is a matter of doubt to which of two persons 
a certain right belongs ; or that in which the right 
of some person has been violated, and a remedy is 
required. . 

There is no peculiar propriety in taxing a man 
because he has a right whidi is unfortunately disputed. 
But there is the greatest of all improprieties in 
taxing a man because he has sustained an act of 
injustice. 

It is very evident that all such taxes are a bar in 
the way of obtaining redress of injury ; and just in 
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SO far as any thing obstructs the redress of injury, 
injustice is promoted. A tax upon justice, therefore, 
is a premium upon injustice. 



Q 
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SECTION XIV. 

TAXES OK MONEY, AND THE PRECIOUS METALS. 

A TAX upon money cannot be conveniently levied^ 
excepting either upon the occasion of its coinage, or 
that of the first acquisition of the bullion. It might 
be levied upon the bullion, either upon its import- 
ation from abroad ; or, if the mine were within the 
coimtcy, upon its issuing from the mine. 

A tax upon coinage is the same thing, in effect, 
with what has been called a seignorage. It is the 
paying of something more for the coins, than the 
quantity of bullion of which they are composed. 

The effect of this is evident, when a currency 
consists entirely of the metals. No man will carry 
bullion to be coined, unless the metal in the coin is 
<^ more value than the metal as bullion, to at least 
the amount of the tax. The currency, therefore, is 
raised in value; that is to say, the metal in the state 
of currency is raised in value, by the amount g£ the 
tax. 

This is a tax which possesses the peculiar property 
of fSedling upon nobody. It falls not upon the ma^ 
a 
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who carries bullion to be coined, because he carries 
tt ooly wheqr the coins are equal in vali^ to the 
tax and bullion together. It falls not upcm the^ 
persons to whom the oofos are paid as the medium 
of exchange; becaiuse they are of the same value to 
them, as if they ceiieained the wiiok ci the buQioOi 
for which they would exchange. 

This^ is a tax, therefore, which ought always to be 
carried as far as the peciUiar Hmit to which it is sub- 
ject will admit. The limit to which it is subject, is 
the inducement to iUidt coining. If the tax is 
raised so high, as to pay the coiner for his expenses 
and the risk of detection, illicit coinage is ensured. 

In a country in whidh paper circulates alolig with 
gold, the paper has a teadency to prevent the efifect 
of a sagnorage. 

It is the interest of those who issue paper, to ftiaiU'- 
tain in circulation as great a quantity of it as they 
can. They may go on increasing the quantity, till 
it becomes the interest of those who hold their notes, 
to bring the notes to them for coins. 

It is the interest of thoee who are the possessors of 
notes, to carry them to the bank for coins, only when 
&ere is a profit by melting. The coins, as coins, are 
not more valuable tiian the paper, so long as they 
cireulate, without a prwnium, along ^th ti[i^ paper. 

Q2 
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But. if the paper has been issued in great qu^nttity^ 
the value of the currency may be so reduced, that 
the metal in the coins may be of more value as bullion 
than as coin. Melting for the sake of this profit, is 
the only check upon the quantity of a paper money 
convertible into coins at the option of the holder. 

It is very obvious, that if coins are issued 
under a seignorage, with the metal in the coins of 
greater value than the metal in the state of buUion, 
the coins can be retained of that value only if the 
currency is limited in amount. When J)aper is issued 
without restriction, that limit is removed. The 
paper issued increases the quantity of currency, tiU 
the metal in the coins is reduced, first to the same 
value as that in bullion, next to a less value. At 
that point, it becomes the interest of individuals to 
demand coins at the bank, for the purpose of melting; 
and then it is the interest of the b^nk to contract its 
issues. 

A very simple, however, and a very effectuaL ex- 
pedient, is capable of being adopted, for preventing 
this effect of a paper currency. That is, an- obliga- 
tion on the bank to pay for its notes, either in coins, 
or in bullion, at the option of the holder. Sujqpose 
that an ounce of gold is coined into 3/., deducting 
five per cent, for seignorage, and suppose that a bank 
which issues notes is bound to pay, on demand, not 
only 3/. of coins, but an ounce of bullion, if pre- 
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ferred ; it is evident that the bank, in iixsA case, has 
an interest in preventing the currency from sinking 
in value. If the currency is so high in value, that 
31. of ciurency is really equal in value to an ounce of 
bullion, the bank loses nothing by being obliged to 
give for it an ounce of bullion ; if it is so depressed 
in value, that 3/. of it is not worth an ounce of ImiI- 
lion, it does lose. The check upon the issue of paper 
is thus made to cerate earlier. 

A tax upon the precious metals, when imported, or 
extracted from the mines, would, as far as the metals 
were destined to the ordinary purposes of use q*^ 
ornament, fall upon the consumers ; it woidd, as far 
as the metals were used for currency, fell upon no- 
body. 

It would raise the exchangeable value of the metal. 
But a smaller quantity of a valuable metal is not 
less convenient as the medium of exchange, than a 
greater quantity of a less valuable- It would be ex- 
pedient, therefore, to derive as much as possible from 
this source. The facility, however, of carrying and 
concealing a commodity, wjiich involves a great value 
in small dimensions, renders it a source from which 
much cannot be derived. Under a very mofibrate 
duty, illicit importation would be imavoidable. 

Though a tax upon the precious metak, as im- 
ported^ or issued from the mines, would, like all other 
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taxes upon particukr commodities^ fall ultimately 
upon the consumer, it would not do so immediately^ 
That which enaUes the produces, wh^ a tax is laid 
upon any commodity, to throw the burden upon the 
consumers, is the power they have of raising the price, 
by lessening the supply. Of most conmio^ties, the 
quantity in use is speedily consumed* The annual 
supply required bears, therefore, a great proportion 
to the quantity in use ; an4 if it is withheld, or only 
a part, of it withheld, the supply becomes so far 
diminished as greatly to raise the price. The case 
is di£5srent witii the predous metals. If the annual 
supply is wholly withheld, it will, for some time, 
make no great defalcation from the quantity in use* 
It will, therefore, have little eflfect upon prices. 
During that interval, the sellers of the metals are not 
indemnified. During that time, more or less of tho 
tax falls upon tiiem. 

The same observation applies to houses, and all 
Other commodities of which the quantity in use is 
^eat, in proportion to the annual supply. 
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SECTION XF. 

EFFECTS or THE TAXATtOT^ OF COMMODITIES 
UPON THE VALUE OF MONEY, AND THE lElfC- 
PLOYMENT OP CAPITAL. 

Capital is most advantageously employed, when 
no inducement whatsoever is made use of to turn it 
out of one employment into another. It is most 
advantageously employed, when it foHows that direc- 
tion which the interest of the owners would, of its 
own accsord, impress upon it. 

Suppose that Ifroad cloth is in England twenty 
shillings per yard ; that linen, if made at home, would 
be three shillings per yard : that in Germany, on the 
contrary, linen is at two shillings per yard; broad 
cloth, if made there, would be twenty-four shiHingB 
per yard. 

It is very evident that in these dnrcumstances, it 
would be the interest of England to employ heir 
labour in making broad cloth for Germany, insteadi 
of linen for herself; and that of Germany, in making 
linen for England, instead of broad cloth for herself. 

In England the same quantity of labour that pro« 
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duced one yard of broad cloth, would i»x)duce only 
seven yards of linen. But in Germany, one yard of 
this doth would purchase twelve yards of linen. 
England, therefore, by exporting broad cloth in 
exchange for linen, would gain the whole of the 
di£ference between seven yards of linen and 
twelve. 

I^ in these circumstances, a tax in England were 
hdd upon broad cloth, which raised the price to 
tw^ity-four shillings, what would be the consequences ? 

In the first place, it is evident, that no broad doth 
could be exported to Germany. The price, however, 
of linen, would still be so low in Germany, that it 
woidd be imported into England. Money, instead of 
doth, would go abroad to pay for it. Money, therefore,* 
would become comparatively scarce in England ; and 
prices would fall It would become comparatively 
abundant in Germany, and prices would rise. Linen 
would, therefore, become too dear to be imported 
into England ; unless in the mean time some other 
commodity, in consequence of the increasing value 
of money, bec^e cheap Plough in England to -allow 
exportation. In the first ca^se, England would, by a 
tax upon her own broad cloth, be deprived of the 
advantage of obtaining cheap linen from Germany,' 
and would be obliged to produce it for herself. In 
the other case, she would be compelled to export, in 
exchange for the linen, another commodit}'^ which. 



Digitized by VjOOQIC 



SECT. XV — EFFECTS UPON PEICE, &C. S3S 

. by the supposition, diie produced on less Jbyourable 
terms than the first. 

In this n^anner it is evident, that by a tax imposed 
upon broad cloth, the people of England would suffisr, 
not only by paying the tax upon lm)ad cloth, but by 
being obliged to pay also more for their liaen. 

The ^ect of this tax upon prices would be, to 
taise the money value of broad cloth a certaiti d^rec, 
though not to the amoimt of the tax ; and to low» 
the money value of all other commodities : not to 
raise, at least permanently, the price of cloth to the 
whole amount of the tax ; because it would send 
a part of the money out of the coimtry: to lower 
the price of all other commodities, because, by this 
departure of the money, its value would be raised. 

If, when the tax Was imposed upon broad cloth, a 
drawback of the whole of theduty.was allowed upon 
exportation, there would be no alteration in the 
trade with Germany; English broad cloth would be 
sent there, and linen would be imported, on the same 
terms •as before. The people of England would sus- 
tain the burden of the tax, and would suffer no 
other injury. There would be no transit of the 
precious metals. The price of broad cloth would be 
raised in England ; and the price of all other things 
would remain as before, ^ 
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Even if no drawback were allowed, taxes have not 
a necessary tendency to lessen the quantity of foreign 
trade. Though England, as in the case already 
{supposed, wcare hinder^, by the tax on broad cloth, 
from exporting broad cloth ; she might soon, by th^ 
transit <rf money, have it in her power to export 
some other commodity. The reason of this case, 
it will easily be seen, applies to all other cases. 
A highly taxed country may possibly export to as 
great an extent as if she had not been taxed at all. 
If care,- however, has not been taken, and it seldom 
is taken, to compensate exactly f<M* established duties 
by countervailing duties and drawbacks, it does not 
export with the same advantage. 

There are two cases, in whidi the money cost of 
commodities may be raised by taxation : that in 
which any number of commodities ar^ taxed one by 
on^, as in the instance,, just aaduced, of broad doth ; 
and that in which all commodities are taxed by an 
€td valorem duty. 

In neither of these cases has the high price of 
commodities^-in other words, the low pxux^hasing 
power of money, any tendency to send money out 
of the country. 

In the case adduced above, the broad doth alone 
was enhanced in price by the tax. The purchasing 
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power of money was lessened, therefore, only in respect 
to broad cloth. But money could not go out of the 
country with any greater advantage to purchase broad 
cloth; because that commodity, on importation, wouM 
have to pay the tax. 

Neither would an ad valorem duty, though it 
would raise, in the manner already explained, the 
price of all commodities, and reduce the purdiasing 
power of money, have a tendency to send money out 
of the country. Suppose the duty ten per cent. ; and 
the purchasing power of money reduced as much 
below the level of the surrounding countries. It 
would be of no avail to the merchant that his money 
would purchase ten per cent, more of goods abroad, if 
he were obliged to pay ten per cent, duty upon their 
importation. It thus appears, that the price of com- 
modities may be raised by taxation to any amount, 
in one country, above the price in other countries, 
if drawbacks and countervailing duties are accurately 
prdained upon exportation and importation. 



THE END. 
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